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METHODOLOGY OF RESEARCH ON THE BUSINESS 
CYCLE 


RENDIGS FELS 
Vanderbilt University 


The methodology of business cycle research has been a battleground for con- 
tending partisans. There are several competing methods, each of which offers a 
guarantee of slow progress, a hope of great achievement, and reason for fearing 
the hope will never be fulfilled. Each researcher into business cycles selects a 
method according to his training, temperament, and abilities; but once he has 
made his choice he is apt to become imbued with a crusading spirit for his own 
method which leads him to try to discredit the others. The controversies that 
ensue have positive rather than negative value: they do not succeed in shelving 
the method under attack but do help to clarify the value of the methods under 
discussion. At the same time the controversial approach to the subject is apt to 
confuse those who are not parties to the disputes. Therefore, a balanced apprai- 
sal seems to be in order, and the purpose of this article is to give one. 


Let us begin with the Koopmans-Vining controversy over the relative merits 
of two statistical approaches to business cycles—the approach of the National 
Bureau of Economic Research and the econometric approach.' In his review of 
Measuring Business Cycles,2 Koopmans described the methods of the National 
Bureau of Economic Research as analogous to the ‘Kepler stage”’ of research in 
celestial mechanics, in which observation proceeded almost independently of 
theory and resulted in the discovery of empirical laws, which in turn ultimately 
led to Newton’s theory of gravitation.? Although conceding that Burns and 


1 Tjalling C. Koopmans, ‘Measurement Without Theory,” Review of Economic Statis- 
tics, Aug. 1947, pp. 161-172; Rutledge Vining, ‘(Koopmans on the Choice of Variables to Be 
Studied and of Methods of Measurement,’’ Review of Economics and Statistics, May 1949, 
pp. 77-86; Tjalling C. Koopmans, ‘‘A Reply,’ ibid., pp. 86-91; and Rutledge Vining, “‘A 
Rejoinder,”’ ibid., pp. 91-94. 

2 By Arthur F. Burns and Wesley C. Mitchell. Of course, only a part of the National Bu- 
reau’s work is under discussion here. The bureau’s statistical work has made large contri- 
butions to economics in general and would have made large indirect contributions to 
business cycle research even if it had never taken up the subject directly at all. 

3 The word theory is used here in the sense of a general explanation which accounts for 
or combines what in physical science are called laws, just as Newton’s theory explained 
Kepler’s laws. In this sense, the acceleration principle is not a theory (though one who 
thinks it well established empirically might call it a law), whereas Hicks’ explanation of the 
trade cycle, which includes the acceleration principle as one of its elements, 7s a theory. 
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Mitchell had made “an important contribution to the ‘Kepler stage’,’’* Koop- 
mans claimed that faster progress in business cycle research could be made by 
combining the Kepler stage with the Newton stage, i.e., by combining observa- 
tion with theory. He had three arguments: first, that theory is needed to decide 
which variables are relevant for study; second, that prediction without theory 
is not possible because ‘‘economic variables are determined by the simultaneous 
validity of an equal number of ‘structural’ equations” so that “(t]he mere obser- 
vation of regularities in the interrelations of variables. . . . does not permit us to 
recognize or to identify behavior equations among such regularities” ;> and third, 
that greater wealth, definiteness, rigor, and relevance to specific questions of 
information can be obtained by specifying the form of the joint probability 
distribution of the variables and testing hypotheses according to modern methods 
of statistical inference. As Vining correctly pointed out, Koopmans’ review ap- 
parently casts doubt on any method other than econometrics. Viewed from this 
angle, Koopmans’ criticisms can be considered as arguments for econometrics. 
And cogent arguments they are too, especially the second; for if variables are 
determined by many simultaneous relationships, it may be possible to identify 
significant regularities only with the help of a set of structural equations repre- 
senting the entire cyclical movement. 

It is easy to find other arguments in favor of econometrics.® There can be little 
question that econometrics will continue to make progress which will be steady 
even if it is slow. Moreover, econometrics is like a football play which will go 
for a touchdown if every player does his part perfectly: each new set of structural 
equations carries the hope that it will successfully predict not only what would 
happen in the absence of policy changes but also the consequences of any con- 
templated change of policy.’ 


4 Koopmans, ‘‘Measurement Without Theory,” p. 162. 

5 Ibid., pp. 166 and 167. 

6 As Tinbergen has pointed out, cyclical turns may result not from specific factors like 
a shortage of capital which literary theorists can put their fingers on but simply from the 
particular values of the parameters of a set of equations (Jan Tinbergen, ‘Econometric 
Business Cycle Research,”’ reprinted in Readings in Business Cycle Theory, pp. 77-78, from 
The Review of Economic Studies, Volume VII, 1940) ; and if so it is hard to believe the prob- 
lem of the business cycle can be solved by any other method than econometrics. If we ever 
arrive at a theory capable of predicting business cycles quantitatively, we shall want to 
express it in econometric form: and the more practice the econometricians get in solving 
their technical problems, the better prepared we shall be for that happy day. Econometric 
models have already thrown light on the cyclical mechanism, even though there is room for 
disagreement as to how bright the light has been. The mere process of stating a theory in 
mathematical form preparatory to calculating structural equations clarifies the theory, 
bringing out vagueness (such as failure to specify lags), incompleteness, or overdetermi- 
nateness. 

7 Scientific predictions in economics at best can only be conditional—some assumptions 
must be made about external events, and failure of the prediction on account of an unex- 
pected change in external events does not decrease our confidence in the method used. 
Thus no sci2ntific predictor of business cycles as of June 1, 1950, could be expected or re- 
quired to predict the Korean war, though he might be expected to answer the question as 
to what would happen if as a result of war certain specific policies are adopted by the gov- 
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Unfortunately, there are ample grounds for fearing the hope is illusory. The 
most obvious is the repeated failure of econometric equations to provide good 
predictions, but there are others which are more fundamental. It is questionable 
whether the underlying statistics are sufficiently accurate to bear the burden 
econometrics throws on them. The observations available usually constitute a 
very small sample for determining the parameters. The methods now in use in- 
volve linear equations almost exclusively; if curvilinear relationships are intro- 
duced, the problem of the number of observations may be intensified. Hicks 
and Gordon are skeptical of econometric methods because they doubt that the 
parameters remain sufficiently steady.* In order for a model to be workable, the 
number of equations and variables must be small; but in a matter as complex as 
the business cycle, it may well be doubted if a small number of equations is ade- 
quate. As Duesenberry has said, “Models such as those of Tinbergen and Klein 
produce cycles only with the aid of frequent outside shocks. That may well be 
the explanation of the cycle, but if one is impressed with its regularity, then 
something more basic is required.’”" Econometrics must use relationships given 
it by economic theory; if these relationships are not correct, the models will not 
be correct either; and econometrics has no certain superiority over other methods 
for discovering correct relationships. Although a set of structural equations 
might be ideal for predicting the effects of certain consequences of government 
policy like the mechanical effects of government spending, they would be of little 
value for others, such as the effect of guaranteeing bank deposits on the inci- 
dence of runs on banks. As Schumpeter has pointed out, it may be an advantage 


ernment. On account of external events alone, prediction of business cycles cannot hope 
to be as spectacularly successful as predictions of eclipses of the moon. 

Scientific is used here in the sense of a positive science, where accurate predictions can 
be made by deductions from a limited number of fundamental propositions or theories. 
The word science is sometimes used in the broader sense of any organized body of knowl- 
edge. In the broad sense, history is a science; and a prediction which is nothing more than 
an informed guess could be called scientific. It seems better to regard such prediction as 
art rather than science. 

8 The use of linear relationships can be justified on grounds that for short distances a 
curvilinear relationship can be approximated by a straight line. Moreover, there are tech- 
niques available for dealing with situations where the assumption of linearity does too 
much violence to the facts. See Tinbergen, op. cit., pp. 69-71. 

9 John R. Hicks, A Contribution to the Theory of the Trade Cycle, p. 6, note 2; Robert 
A. Gordon, ‘‘Business Cycles in the Interwar Period: the ‘Quantitative-Historical’ Ap- 
proach,’’ American Economic Review, May 1949, p. 52. There are ways of dealing with 
parameters which change over time provided we know something about the rules govern- 
ing their changes, but we have reason to fear that in practice econometricians have a bias 
in favor of avoiding the discovery of changes in the values of parameters, and in any event 
could handle such changes only if they were not very numerous. To borrow a figure from 
Nicholas Georgescu-Roegen, an econometrician could very easily operate in the same 
fashion as a man who says, ‘“‘There is a madonna in that log” and proceeds to prove his 
point by carving the log until a madonna does indeed appear. 

10 Tinbergen, op. cit., p. 68; Gordon, op. cit., p. 52. 

11 James J. Duesenberry, ‘‘Hicks on the Trade Cycle,’”’ Quarterly Journal of Economics, 
Aug. 1950, p. 476. 
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to explain all phases of the cycle by a single argument, thus dispensing with 
separate theories for individual phases, but this ‘‘may result in misconstructing 
the whole phenomenon.’’” In view of these difficulties, it would not be advisable 
for the National Bureau to abandon its own methods in favor of economet- 
rics. 

For, as Koopmans readily agreed, the National Bureau’s method does pro- 
duce steady accretions to our knowledge. Unlike econometrics, the National 
Bureau does not hope to make a touchdown in one play; it is content to gain a 
few yards at a time in the hope that eventually it will score; that is to say, 
after observing many regularities, it hopes to produce the theory we are all 
looking for. Unfortunately, it does not seem likely that this happy result will 
occur within the lifetime of economists now living. It took the National Bureau 
a quarter of a century to mature its technical methods. Now we are promised a 
long series of monographs to lay the groundwork for the theory. Just as it took 
much longer to produce Measuring Business Cycles than Wesley Mitchell ever 
anticipated,“ so the series of monographs may stretch out further than anyone 
now anticipates—in fact, the series may become infinite. 

Methodological criticism is more likely to be helpful if it is constructive rather 
than destructive. Impatience for quicker results ought not lead us to condemn 
the National Bureau’s method but rather to suggest that they and the econome- 
tricians should explore the middle ground between them. Perhaps it does not 
do too much violence to the situation to say that econometrics is trying to do too 
much, the National Bureau too little. What we need is more testing of limited 
hypotheses so that we can build up a set of propositions (analogous to the “laws” 
of the physical sciences) which are proved as certainly as anything can be 
proved in the difficult field of business cycle research. 

As an example, let us take the last four chapters of Measuring Business Cy- 
cles. Koopmans has described them as tests of a group of hypotheses revolving 
around the general question of whether there have been changes in cyclical be- 
havior over time.’® This is a misleading way of putting it. Burns and Mitchell 
did not test such hypotheses as the existence of a Kondratieff cycle or of Schum- 
peter’s combination of Kitchin, Juglar and Kondratieffs. Rather they tested 
the more limited question of whether such longer cycles are so clearly evident as 
to impair the usefulness of the National Bureau’s technique for analyzing statis- 
tical time series. Inevitably their tests have provided interesting evidence on 
the more fundamental hypotheses, but this was largely incidental. Hence, the 
results—mostly adverse to the hypotheses—are inconclusive. In the case of 
Schumpeter’s three-cycle schema, the tests are virtually worthless except for the 
specific purpose Burns and Mitchell had in mind. In other cases, the tests merely 


12 Joseph A. Schumpeter, ‘“The Historical Approach to the Analysis of Business Cycles,”? 
mimeographed paper presented to the Universities-National Bureau Conference on Busi- 
ness Cycle Research (Nov. 1949), p. 7n. 

13 We do not mean to imply that Koopmans favors such a drastic course. 

14 Arthur F. Burns, ‘‘Wesley Mitchell and the National Bureau,” 29th Annual Report of 
the National Bureau of Economic Research, p. 36. 

18 Koopmans, “‘Measurement Without Theory,” p. 167. 
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throw doubt on the hypotheses. The authors, however, promised that the 
National Bureau would go into these matters more thoroughly in the future.'* 
Let us hope that it does so soon.” 


It 


Let us now turn from these two statistical approaches to the purely theoretical 
approach. It will be convenient to use Hicks’ theory as an example and to get 
into the methodological issues involved via Duesenberry’s review.” In his the- 
ory, Hicks assumes a value of the accelerator so high that its interaction with 
the multiplier produces explosive upward movements and would produce explo- 
sive downward movements if it were not that disinvestment cannot exceed the 
rate of depreciation. He introduces the concept of a ceiling beyond which output 
cannot be raised in order to explain why the upswing does not continue forever. 
Once the ceiling is reached, the decline in the rate of increase of output causes the 
downturn via the acceleration principle. 

Duesenberry raises considerations which lead him to conclude that the exist- 
ence of the ceiling “‘is extremely doubtful.’!® Duesenberry’s evidence is of two 
sorts, direct and indirect. In the indirect argument, he first shows that a shortage 
of equipment boils down to a shortage of labor so that the latter can be taken 
as the main if not the only ingredient in the ceiling. He then shows that in the 
United States there has been a “reserve army” of low-paid labor in agriculture 
which has been willing to move into industry as jobs became available there. In 
the 19th century the reserve army was even larger than now on account of im- 
migration. Hence, ‘‘in the United States at least, there is never an effective ceil- 


16 Measuring Business Cycles, p. 465. 

17 For another example, consider the interesting hypothesis put forward by Duesenberry . 
and Modigliani that consumption depends not only on current income but also on the high- 
est level of income previously reached. (Franco Modigliani, ‘‘Fluctuations in the Saving- 
Income Ratio,’’ in National Bureau of Economic Research, Conference on Research in In- 
come and Wealth, Studies, Vol. XI; James 8. D berry, I , Savings, and the Theory 
of Consumer Behavior.) Though it needs to be tested further, it looks promising. Inevitably 
the failure of econometric models to yield good predictions is leading the econometricians 
to seek and test limited hypotheses like this one, just as the researches of the National 
Bureau are leading them into hypothesis-testing. This presumably is what Milton Fried- 
man meant when he remarked at the Universities-National Bureau Conference (in New 
York, Nov. 1949) that in practice the methods of the National Bureau and the econometri- 
cians will in the future not be very far apart. 

For still another example, see George J. Stigler, ‘‘A Survey of Contemporary Econom- 
ics,’’ Journal of Political Economy, April 1949, pp. 103-104. Stigler concluded, ‘‘Because 
our views have been guided by casual observation, ours has become a flabby science. A 
single contrary investigation causes consternation, for the whole edifice may tumble— 
indeed, it will tumble if a few sufficiently prominant economists capitulate. This would 
be impossible if economics had been accumulating carefully tested regularities of economic 
behavior; then we could be sure that most of what we knew would continue to be true, no 
matter how breathtakingly original the ideas advanced in the next numbers of the journals 

18 Hicks, op. cit.; Duesenberry, ‘Hicks on the Trade Cycle.” 

19 P, 472. Duesenberry also argued that the ceiling concept was unnecessary for Hicks’ 
theory, apparently unaware that Hicks on page 106 had made the very same point. 
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ing on the level of output. The ceiling, if any, is on the rate of increase of out- 
put.’”° 

Now, Duesenberry’s reserve army is entirely relevant to the discussion, and 
as far as the present writer knows it appears nowhere in Hicks’ book. But its 
importance is less than appears at first sight. For although in Hicks’ theory 
there is an effective ceiling at any instant of time, the ceiling rises over time. 
Hence, for all practical purposes the ceiling for Hicks as for Duesenberry is on 
the rate of increase of output." The reserve army makes a quantitative but not 
a qualitative difference for Hicks’ theory. The line FF in Hicks’ chart (page 121) 
representing the ceiling to income as it rises over time will be drawn more 
steeply if we take account of the reserve army than if we do not; i.e., the possible 
rate of increase of output will be greater. And it must be admitted that the 
steeper the FF line, the less plausible does Hicks’ theory appear; for if the ceiling 
is to be effective, the rate of increase of income possible at the ceiling must be 
less than that actually achieved during the upswing. But Hicks’ theory in prin- 
ciple at least can withstand Duesenberry’s criticism. 

Duesenberry’s direct test of whether the ceiling exists (or rather, whether it is 
likely to be reached) proceeds by inquiring “how many booms have ended be- 
cause of shortages in investment goods. There do not seem to be many cases of 
that sort. In particular it seems very hard to argue that the boom of the 1920’s 
ended in the way Hicks suggests.” 

At this point Duesenberry should be commended for doing what Hicks him- 
self should have done but did not—namely, to devise factual tests of Hicks’ 
theory.“ At the Universities-National Bureau Conference on Business Cycle 
Research, someone stated that every theorist should devote a few pages to 
describing factual tests which could conceivably prove the theory wrong. This 
is a sound methodological principle, and one could wish that it had been univer- 
sally followed during the past 30 years. The next best procedure is for some one 
else to devise tests, but that this is not entirely satisfactory is brought out by 
the tests Duesenberry devised for Hicks’ theory. 

For it should be clear that Duesenberry’s direct test no more “disproves” 
Hicks’ ceiling than the indirect test. We say this even though we agree with 
Duesenberry that few cases, if any, can be found of upper turning points which 
seem to have been caused in Hicksian fashion. In the cases we have examined 


20 Duesenberry, p. 472 (Duesenberry’s italics). 

21 It should be noted that there is this difference between the two. For Hicks, barring 
cases like those discussed above where the upswing dies out before it reaches the ceiling, a 
point is actually reached at which output is at the maximum possible at that point of time, 
and output can expand thereafter only as the maximum rises over time. For Duesenberry 
while there presumably would be a theoretical maximum which would be reached when the 
reserve army was entirely absorbed in industry, in history this maximum is never reached 
and the ceiling is set only by the rate at which the reserve army can in fact move. But this 
conceptual difference between Hicks and Duesenberry is without significance for the prob- 
lem in hand. For both, the ceiling is on the rate of increase of output. 

22 Duesenberry, pp. 468-9. 

23 Actually the tests are applicable only to a part of Hicks’ theory. One could hardly 
expect more of Duesenberry in a review. 
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in detail, we have often found good evidence for other explanations, never for 
this one. But that does not dispose of the matter. For one thing, the evidence is 
rarely sufficient to establish one explanation beyond a reasonable doubt. More 
important, the ceiling could come into play and cause a downturn without ever 
making itself obvious. Although it is possible for bottlenecks and shortages to 
be spectacular and thus provide concrete evidence of a Hicksian mechanism, it 
is also possible that the ceiling will quietly lead to rising prices, unfilled orders, 
and thus a decline in the rate of increase of output which via the accelerator 
brings about the downturn—all without anyone being aware of what is going 
on. In such cases, other explanations will seem more plausible. 

We do not know what Hicks’ reaction to Duesenberry’s review is, but he evi- 
dently could read it with equanimity, feeling that in spite of Duesenberry’s 
admittedly ‘rather severe criticism,’ the theory can withstand the attack.” 

From this discussion, we can draw any of three conclusions. We may feel that 
we are not very advanced in the technique of testing business cycle theories; and 
that until we learn more about how to proceed, only the author of a theory can 
be depended on to devise tests which could definitely disprove his theory. We 
may accordingly feel that Hicks has let us down. 

But another, less hopeful, conclusion suggests itself. Is it not possible that our 
difficulties in testing Hicks’ theory stem from the nature of our field of investi- 
gation? Aren’t we in danger of finding that the tests we devise are either trivial 
or impossible to apply? (By “trivial” is meant that our confidence in the theory 
is not much advanced by its passing the test; by “impossible to apply” is meant 
that in the present state of knowledge and for the foreseeable future, the infor- 
mation needed to apply the test is not available.) If such is the case, business 
cycle theory is more like philosophy than science. In philosophy, hypotheses are 
not infrequently put forward which cannot possibly be tested factually.?* Cycle 
theory would not on this conclusion be wholly worthless. Aside from the pleasure 
some economists get from pure theory for its own sake, it could still be justified 
on the same grounds that we shall use below for the historical approach, namely, 
that the practical decisions governments must make on business cycle problems 
demand that economists do the best they can so as to provide some basis for 
informed judgments. But we clearly cannot base our methodology on the defeat- 
ist assumption that we shall never be able to test business cycle theories ade- 
quately, however much we may fear that such is the case. 

Rejecting such ‘a counsel of despair, we could still go further than the first 
conclusion and say that Hicks has indulged in a speculative flight of fancy hav- 
ing little or no roots in factual studies—a kind of worthless speculation which 
has characterized too much of business cycle literature in the past and which 
we could well do without in the future. Now, no one is likely to state such a con- 


24 Duesenberry, p. 476. 

25 This applies only to those of Duesenberry’s criticisms which we have discussed above. 
Hicks might well feel constrained to modify his theory in the light of Duesenberry’s other 
criticisms. 

26 A. Wolf, Essentials of Scientific Method (1st ed. 1925), p. 14. 
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clusion in print, at least not in such bald and unqualified form, but it probably 
typifies the unexpressed reaction a good many economists will have towards 
Hicks’ Contribution. 

At least it is in line with various remarks that have come out of the National 
Bureau of Economic Research. For example, Arthur F. Burns has written, “. . . 
whereas the theorists have ordinarily speculated on the basis of only vague 
knowledge about economic quantities and relations, the National Bureau has 
sought to determine the magnitude of the leading economic variables, their 
characteristic movements over time, and their actual relations to one another. 
The ground covered has been smaller, but the findings have been better sup- 
ported by evidence.’ Burns also said, “. . . the habit of insisting upon evidence 
is spreading, and today evidence less often means deduction from untested 
premises. Economic models continue to receive hopeful attention; but mere logi- 
cal consistency or aesthetic appeal now counts for less, and performance under 
test for more, than a generation ago.’ Without committing Burns to any 
particular view of Hicks, one might on one’s own responsibility conclude that 
Hicks’ book is a throwback to an earlier, unfortunate day. 

But to draw this conclusion would be a mistake. Like the other approaches, 
the theoretical approach used by Hicks guarantees a certain amount of progress 
when employed by a first-rate theorist and holds out some hope of spectacular 
achievement, even though the hope is a doubtful one. Duesenberry in his review 
has pointed out some of the virtues of Hicks’ book and added, “...it is an 
ingenious piece of work and will repay the efforts of the student of business 
cyeles.’”® The clarification of logical relations can (and in this case does) con- 
tribute to our immediate understanding, assist in framing limited hypotheses 
for testing, provide a stepping stone for building better theories, and give his- 
torians hints as to what tn look for. Without going into details, let us add that 
it looks like the most important book in the field since Measuring Business 
Cycles.*° Even if the theory as a whole turns out to have been a speculative 
flight of fancy, the book is its own answer to any conceivable charge of worth- 
lessness. 

Moreover, at this stage we have no way of telling whether it is a flight of 
fancy or a miraculous flash of insight. When, as and if we arrive at perfect under- 
standing of the cycle, it may turn out that Hicks was right—and who will deny 
that that happy day would be hastened if we could have the correct explanation 
before us now, even though it is still untested and unproved? A theory with a 
close interrelationship with historical fact like Schumpeter’s seems to have a 
better chance of being right than one which like Hicks’ gives only occasional 


27 “The Cumulation of Economic Knowledge,” 28th Annual Report of the National Bu- 
reau of Economic Research, p. 6. 

28 Tbid., p. 17. 

29 476. 

30 The criticism which has been directed towards A Contribution here and by Duesen- 
berry is likely to create a misleading impression. If the book were of ordinary stature, it 
would be the duty of the reviewer to stress what additions the book makes to the present 
state of knowledge. Because A Contribution will be widely read and appreciated, it is legiti- 
mate to concentrate on its limitations. 
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hints of historical origins, but this is by no means certain. A long line of pure 
theorists have preceded Hicks. No doubt, others will follow him. It is not for 
the rest of us to discourage them. We profit even from their failures; and though 


only one of them could be wholly successful, we must keep on the lookout for 
that one. 


Til 


Although the originator of a theory usually hopes that he has found a general 
explanation applicable to all cycles, it may be that any single existing “theory” 
is applicable to only one or a limited number of cycles. If so, the general explana- 
tion toward which we are working would have to be a compound of the alterna- 
tive explanations we now call theories. Viewed in this light, the aggregate of 
business cycle theories is a toolbox from which an economist can select whatever 
tool is best fitted for the occasion.*! 

This is a particularly appropriate point of view for one who uses the historical 
approach. This approach must be distinguished from that of theorists like 
Schumpeter who view history partly as the origin of their theory, partly as 
confirmation of it. Practitioners of the historical approach have increased in 
number in recent years. Prominent among them are the names of Slichter, Wil- 
son, and Gordon.” Practice varies, Slichter, for example, creating a tailor-made 
explanation for each cyclical turn. 

Tinbergen has criticized this approach as ineffective for explaining cyclical 
movements except “... where in the series to be explained a sudden rather 
marked change occurs at the same time, or shortly after, some sudden change 
in another series, or some new event happens. Just because the changes are 
rather sudden ones, we have approximately the situation that all other factors 
remain almost constant. Hence, in that short interval there is a simple correla- 
tion between the variable to be explained and the one explanatory variable that 
suddenly changes. It is evident that this method can be successful especially 
for the analysing of the influence of new events. ...It is far more difficult, if 


not impossible, to apply it to the ever-present factors that do not change sud- 
denly.’’* 


31 The text uses the word tool in a broader sense than is sometimes the case in economics. 
The kind of tool discussed in the text is also an explanatory hypothesis. But tools need 
not be hypotheses. The most obvious case of theoretical tools which are not is the field of 
statistical theory. The theory of the stationary state is another case. Nobody imagines 
that such a state ever existed, but its theory can nevertheless be used, as for example in 
the way Schumpeter used it in constructing his explanatory hypothesis (or theory) of the 
business cycle. Similarly, the Keynesian system can be stated in such a way as to involve 
no hypotheses about the real world, in which case it is a tool pure and simple. Such theories 
cannot be right or wrong. They can only be more or less useful. 

3? Sumner H. Slichter, ‘‘The Period 1919-1936 in the United States: Its Significance for 
Business-Cycle Theory,”’ Review of Economic Statistics, Feb. 1937, pp. 1-19; tdem., ‘“The 
Downturn of 1937,” ibid., Aug. 1938, pp. 97-110; Thomas Wilson, Fluctuations in Income 
and Employment, (3rd ed., 1948), Part Il; Robert A. Gordon, ‘‘Business Cycles in the 
Interwar Period: The ‘Quantitative-Historical’ Approach,” American Economic Review, 
May 1949, pp. 47-63. 

33 Op. cit., p. 82. 
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Tinbergen’s criticism has considerable force. Nevertheless, there are cogent 
reasons for pursuing the historical approach. One is purely practical. In spite 
of the attempts the econometricians make to find structural equations for the 
period before 1914, the limited amount of statistical data available makes it 
doubtful if they can make much headway, particularly in the case of the United 
States. Since most business cycles so far experienced occurred prior to 1914, we 
are forced into the historical method here unless we are willing to restrict our- 
selves to a very small sample. Particularly if it turns out that a general explana- 
tion must be a compound of several existing “theories,” it will be necessary to 
investigate earlier cycles both to establish the fact and to gain broad under- 
standing of how the cycle works. (Even for the period between the first two 
World Wars, statistical data and techniques may be inadequate for the purpose 
of the econometricians.) But here a troublesome question arises. If the amount 
of data available is limited for econometricians, it is also limited for historians, 
and anyone who has worked in the field has learned to despair of ever proving 
anything once and for all. Conclusions are nearly always based on a preponder- 
ance of evidence rather than proof beyond a reasonable doubt. Of course, we can 
hope that as successive workers add bits to our knowledge, the result may some- 
day be more convincing than anything that is now possible; there is even a 
long-shot chance that we may find a generally valid theory in this way; and 
perhaps this hope is sufficient justification for pursuing the work. But the hope 
is at best a forlorn one. What, then is the justification for spending research 
money on work which can at best yield only tentative conclusions? 

The answer is that much of our useful knowledge is not strictly scientific. 
Practical men are used to making decisions on the basis of inadequate informa- 
tion. But they find it helpful in arriving at decisions to accumulate as much 
information as possible, however inadequate it may be. Many practical decisions 
in the field of business cycles have to be made nowadays by the President and 
Congress with the help of economic advisers. In the present state of knowledge, 
these decisions can be nothing better than informed judgments; but the more 
literature that has been turned out by economists who have done their best to 
solve the cycle problem with what little information they had, the better our 
hope for wise decisions.* Similarly, historical studies contribute to the art as 


34 We should not push this line of reasoning too far. The principle that a little knowledge 
is a dangerous thing can readily be illustrated in economics. E. g., the way that economists 
formerly advocated strict adherence to the rules of the gold standard game regardless of 
the cost reminds us that economics is not much beyond the blood-letting stage which medi- 
cine once passed through. Nevertheless, it is clear that we must work on the methodologi- 
cal principle of assuming that more knowledge will lead to wiser policy decisions, even 
though we know that the assumption is not always correct. We could hardly work on the 
opposite assumption. 

The above paragraph raises the question of the attitude economists should take towards 
public controversy over policy problems in the field of business cycles. Economics as 
such does not often give clear answers to policy questions. Economic analysis may carry 
us a long way, but in the end we make up our minds on the basis of opinion, bias, guess- 
work and ethical value judgments. Hence, the citizens of the United States are quite cor- 
rect in refusing to turn over the problem of economic policymaking to economists. But 
economists are citizens too and are among those citizens best qualified to form judgments 
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distinguished from the science of prediction. Sumner Slichter has had an im- 
pressive record of forecasting business cycles. His methods cannot be called 
scientific in the narrow sense inasmuch as no one else could duplicate his methods 
and come up with the same results. But the historical studies he has made have 
undoubtedly contributed greatly to his skill in the art of forecasting. If scientific 
prediction ever becomes possible, this justification for historical research will 
be greatly weakened, but for the time being it is sufficient reason for continuing 
the historical approach. 

There are other justifications for the historical method. Certain types of in- 
formation and/or hypotheses can best be discovered by the historical approach. 
Once discovered, they can doubtless be formulated in econometric terms—the 
ingenuity of econometricians in this respect seems unbounded—and econometrics 
may even contribute to the final proof, but that is different from discovery. 
For instance, anyone who thinks that innovation is the key to the cyclical 
mechanism ought to pursue Schumpeter’s suggestion for a series of industrial 
and locational monographs in particular industries, all based on the same plan 
and oriented toward how the rise and fall of firms and industries affects the 
business cycle.** This suggestion suffered a cold reception at the Universities- 
National Bureau Conference, but if innovation is important for our subject it 


on economic problems. They should not stay aloof from public controversy. But if we per- 
mit and even urge them to enter the lists, we cannot deny them the usual weapons of the 
arena—which in this case include exaggeration, unqualified statements on complex issues, 
and conclusions which are inadequately supported by evidence. All this is both inevitable 
and desirable, but it has had unfortunate by-products. It has contributed a great deal to 
what Stigler called the sloppiness of economics, and it has sometimes led economists to em- 
brace untried tools of prediction and policy with as much enthusiasm as the Reader’s 
Digest bestows on the latest hypotheses of medical science. 

35 Joseph A. Schumpeter, ‘“‘The Historical Approach to the Analysis of the Business 
Cycle,’’ mimeographed paper presented to the Universities-National Bureau Conference 
on Business Cycle Research, Nov. 1949. This interesting paper in effect details the meth- 
odological consequences of accepting Schumpeter’s own theory of the cycle. As most of the 
paper’s conclusions implicitly depend on that theory, we do not need to go into greater 
detail. 

One passage, however, is worth quoting at length: ‘‘the ups and downs of aggregate 
investment will by themselves account for most of the surface phenomena that we usually 
associate with business cycles. And these ups and downs lend themselves beautifully to 
description by means of dynamic models, especially if we introduce the now well-estab- 
lished distinction between induced and autonomous investment. ... But not only is it 
necessary to look to the historical material for verification of the postulates involved and 
to give it an opportunity for suggesting others to us; but it is also necessary to bear in mind 
that those ups and downs of . . . investment expenditure are themselves only a surface 
phenomenon and that we must try to see what there is behind it—which means that we 
must investigate historically the actual industrial processes that produce it and in doing so 
revolutionize existing economic structures. Unless we do this, investment, especially autono- 
mous investment, is a mere label for a blank space and if we fill this blank space by some 
such thing as ‘expectations’ we are filling a blank with another blank.” (Pp. 6-8, Schumpe- 
ter’s italics). This is applicable to Hicks’ theory, which uses the distinction between in- 
duced and autonomous investment; and Hicks quite rightly has said (Contribution, p. v) 
that the job of applying his theory to the facts will belong less to statisticians and econo 
metrists than to historians. 
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needs to be followed up; and we are not likely to find out for sure whether it is 
important except through historical studies. 

The historical method can also be justified on grounds that much of our cyclical 
knowledge cannot be adequately understood or expressed in purely statistical 
terms, whether the statistical method be that of the National Bureau or the 
Cowles Commission. For instance, the bank crisis of 1933 affects the time series 
of the National Bureau and the equations of the econometricians, but who would 
expect to convey to a student the significance of that event through statistics 
and equations alone? The same can be said for the stock market boom and 
crash of 1929, the inventory boom of 1919-20, and all phenomena where psychol- 
ogy plays a large role. 

Moreover, although a good econometric structure would be ideal for certain 
policy decisions, historical research offers the best basis for others. Insofar as 
the government directly controls certain variables or parameters, the equations 
could predict the consequences of changing them. But insofar as the government’s 
influence is indirect, exhortatory or psychological, historical work is useful. Part 
of this idea can be expressed by saying that it is not enough to know the values 
of the parameters: we need also know why they are not something else and how 
we can change them. 


IV 


Consequently, it seems to us that there should in the future be a closer con- 
nection between the historical ard econometric methods. The few pages of con- 
clusions usually drawn by econometricians from their models and the occasional 
references to such conclusions by historians like Wilson are not enough. The 
ideal historical study would take one or more good econometric structures as its 
starting point. The catch, of course, is in the word “good.” Until historians get 
more confidence in the results of econometrics, they will continue to go their 
own way. But as econometricians improve their models, we venture to suggest 
that they and the historians will come closer together.** As already noted above, 
there is good reason to think that the methods of econometrics and the National 
Bureau are likely in practice to come closer together. Since there is already a 
close connection between pure theory on the one hand and econometric and 
historical studies on the other, we may expect that in the future controversy 
over methodology will recede in favor of cooperation. 


36 We do not mean, however, that the present division of labor in business cycle research 
will or should be ended. 


‘THE STRUCTURE OF THE POSTWAR MONEY MARKET 


EDWARD C. SIMMONS 
Duke University 

An interesting financial development of recent years is the renewal of activity 
in the money market. Transactions follow a quite different pattern from that 
of the 1920’s, to which one must turn for a comparably active period. There 
have been important changes in the mechanics of money market operations, 
traceable to fundamental shifts in business and government finance. A survey 
of the functioning of the money market under present-day conditions affords 
an opportunity to examine the economic purpose served by this portion of the 
financial apparatus. 

Briefly, government securities have largely displaced other types of open mar- 
ket paper. Commercial banks have come to rely heavily on purchases and sales 
of government securities to adjust their reserve positions. The long standing 
tie between the money market and the stock market has been almost severed. 
The Federal Reserve System has become an integral part of the market. Very 
large amounts of funds move in and out of the money market, yet fluctuations 
in money rates are of very small magnitude. Over the past 20 years the entire 
structure has undergone substantial modifications. 

The United States money market, which has always centered in New York, 
did not reach a stage of development comparable to that of the London money 
market until the second decade of the present century. Although the Federal 
Reserve System had been created in part to release the banking system from 
its close ties with the stock market, the money market in the 1920’s was dom- 
inated by brokers’ loans. Other segments of the money market, namely those 
concerned with the government’s floating debt, bankers’ acceptances, and open 
market commercial paper, were overshadowed by the call money market. Al- 
though commercial banks continue to supply brokers with $500—-1,000 million 
of funds, they do not rely on brokers’ paper as a marginal outlet for surplus funds. 
Consequently, the call loan rate has ceased to be a significant index of the con- 
dition of the money market. The shift from brokers’ loans to government securi- 
ties took place as a result of the great depression and of war finance. 

In the aftermath of the 1929 stock market crash brokers’ loans declined to 
one-twentieth of their boom level. The imposition of a series of government 
controls, particularly margin regulation, prohibition of interest on interbank 
deposits, and barring of loans by “others,” contributed to the shrinkage by 
restricting both demand and supply factors. The falling off of international 
trade and the tendency for a large portion of what remained to be conducted 
without financing through the money market drastically reduced the volume 
of bankers’ acceptances. The low level of domestic industrial activity was re- 
flected in a sharp reduction in volume of open market commercial paper. Al- 
though business activity has reached very high levels in recent years, there has 
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been only a limited expansion in the three types of paper which once constituted 
the bulk of money market instruments. Fundamentally the explanation lies in 
the utilization of alternative financing methods by business and a reduction in 
public participation in the stock market. 

A further factor of importance in the transition was the development in the 
1930’s of large excess reserves. Banks found their reserves growing more rapidly 
than they could find uses for them. Expansion of the national debt provided only 
a partial outlet. Treasury policy in the late 1930’s tended to contract the float- 
ing debt, with the result that open market rates reached fantastically low levels. 

Under these conditions most banks made no effort to place funds in the money 
market, while their excess reserves permitted them to meet short-run reserve 
drains without need of liquidating such short-term open-market paper as they 
were able to obtain. Federal Reserve banks held their government securities 
portfolio at an almost constant level from 1933 to 1942, and member banks’ 
borrowing became virtually unknown. For all practical purposes the money mar- 
ket ceased to function. 

The groundwork was being laid, however, for a different type of money mar- 
ket mechanism. Banks were acquiring large holdings of government securities, 
and during World War II their absorptions continued at a vastly increased 
pace. Wartime expansion of the floating debt in far greater proportion than the 
total national debt supplied banks generally by the end of the war-financing 
program with ideal open market paper. 

Development of large scale activity in the money market was delayed by the 
persistence of excess reserves well into the war period. When excess reserves did 
presently disappear, except among smaller banks, the repurchase arrangements 
maintained by Federal Reserve banks for Treasury bills obviated largely the 
need for sales of paper by banks through the open market. 

Renewed activity in the money market was foretold by the reappearance of 
substantial member bank borrowing in 1944. Transactions in federal funds also 
revived. But not until July 1947, when the repurchase arrangements for Treas- 
ury bills terminated, did the money market assume its present configuration. 
Consequently, attention should be concentrated on developments since that time. 

In a broad sense the money market is a mechanism for carrying a large mass 
of short-term debt. Those who have temporarily unneeded funds, principally 
banks but to a limited extent, others, employ them through purchasing these 
short-term debt instruments. When the funds are needed, the paper is sold. 
The money market provides the mechanism for the shifting about of the owner- 
ship of this mass of short-term debt. Commercial banks are the dominant users 
of the money market’s facilities, selling paper when they must add to their 
reserves and purchasing paper when they develop excess reserves. Large business 
enterprises also utilize the money market to employ temporarily unneeded cash. 
Some foreign funds also are placed in the market.' 


1 The bulk of foreign funds is placed through the Federal Reserve Bank of New York. 
Bankers acceptances and government securities are purchased through agency arrange- 
ments. No details on these matters are given in official reports. It is known that commer- 
cial banks also place funds in the market for foreign banks. 
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The money market is, therefore, the device which links those agencies which 
are alternately in possession of or in need of short-term funds. Aside from the 
government, which is able to create near-money in the form of short-term paper, 
only a limited number of agencies can draw upon money-market funds for financ- 
ing themselves. Examples are those firms which can float open market commer- 
cial paper or those who can draw drafts for bank acceptance. Security traders 
also are able to tap the money market to finance themselves. Quantitatively, 
however, businesses and financial institutions supply more funds than they ob- 
tain. Government absorbs the bulk of the funds. Businesses and banks enter the 
market with funds derived from outside sources, purchasing paper which they 
subsequently sell as need arises. 

Business enterprises and foreign holders of dollar balances are able to use the 
money market to provide themselves with cash substitutes. Commercial banks 
similarly use money market paper as a substitute for cash reserves in order to 
avoid holding non-earning assets in excess of legal requirements. Traditionally 
the central bank has had its point of contact with the financial mechanism 
through the money market by reason of its predilection for holding only the 
most liquid types of paper. It stands ready to take over such paper from others 
to relieve stringencies, and it buys and sells such paper on its own initiative 
when it chooses to ease or tighten the money market. The generally accepted 
position is that effective central banking requires a well developed money mar- 
ket.2 Traditional thinking, however, does not regard the central bank as a 
continuous operator in the market. Normally the market is supposed to function 
without central bank assistance. 

In recent years an outstanding feature of the money market has been the 
continuous participation of the Federal Reserve banks. Their transactions in 
government securities have been on a vast scale and, as is well known, have 
been directed at maintaining predetermined but not unchanging prices for gov- 
ernment securities.? There have been a series of money rate shifts since 1947, 
mostly small upward changes. These are not of primary concern here, but it 
should be observed that the rate pattern has not been absolutely rigid. 

In the period of renewed activity since World War II there have been. very 
large temporary inflows and outflows of funds. The cause of these sporadic 
movements is found in the complex of factors which drain away and add to the 
reserve balances of New York city banks. Gold movements, Treasury fiscal 
operations, shifts in correspondent bank balances, variations in “float,” and 
currency flows are the primary disturbing elements. New York City bank re- 
serve positions frequently show rapid changes under these conditions. It has 
been the task of the Federal Reserve to maintain a tolerable degree of stability 


2 There seems no fundamental reason why a central bank should confine its portfolio to 
the conventional range of assets. There is a convenience in its dealing with the outside 
world through the money market, but actually it may if it chooses deal with anyone in any 
kind of assets. Cf. R. S. Sayers, Modern Banking (2d ed., 1947), pp. 223-25. 

8 The gross volume of sales and purchases of government securities is not revealed in 
the official reports of the Federal Reserve System. At one place the statement is made that 
transactions often amount to hundreds of millions of dollars a week. See Federal Reserve 
Bulletin, Jan. 1948, p. 15. 
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in the volume of reserves of the New York City banks and of all member banks 
as well, and at the same time to prevent government security prices from moving 
beyond predetermined limits. Whatever may be said about pegging government 
security prices as the objective of monetary policy, one must admit that a high 
degree of technical competence is reflected in Federal Reserve operations. Mem- 
ber bank reserves have seldom shown week-to-week movements in excess of 
$1,000 million. Whether or not this degree of instability in the short run could 
be reduced if support operations were abandoned is difficult to say.* But it is 
the cumulative movements over longer periods which reflect monetary policy 
actions. The Federal Reserve admittedly has been unable to cope with the upward 
drift of member bank reserves under its support policy.® 

As the money market is now constituted, the central bank forms an integral 
part of the mechanism. It has assumed the function of dealing in the dominant 
type of open-market paper on its own account, and it has played an important 
role in developing dealer practices in the government securities market as well 
as in providing continuous supervision of the market. These functions were 
assumed in direct consequence of its having accepted responsibility for main- 
taining orderly conditions in the government securities market. When this re- 
sponsibility was assumed in 1937, the money market was inactive, but as activity 
resumed, the central bank found itself to be the key element in the money mar- 
ket. Maintenance of predetermined yields on short-term government securities, 
in circumstances where funds flow rapidly in and out of the market, requires 
continuous dealing in this paper. 

The Federal Reserve has been unable, however, to confine istelf to short-term 
government securities. Beginning late in 1947 it actively entered the long-term 
sector, purchasing heavily for a year and thereafter selling. As its holdings of 
long-term issues rose and then fell, it reduced and then increased its holdings of 
short-term issues, although its portfolio in the aggregate was not maintained 
at a constant level. Primarily, however, central bank operations have been 
concentrated in the money market types of government securities. 

The rigidity of support of the market has tended to diminish somewhat as 
time has passed. Evidently the existing mechanism can function without absolute 
unchanging money rate levels, but the moderate variability of money rates in 
recent years under support policy is something quite different from abandoning 
the market to the forces of supply and demand. Without a radical shift in policy, 
which seems improbable, the central bank will continue to be an important part 
of the machinery of the money market. 


4 Some of the forces making for instability are dealt with in my paper, ‘‘The Monetary 
Mechanism Since the War,” Journal of Political Economy, April 1950, pp. 124-41. 

5 See for example the Federal Reserve Statement of June 28, 1949. Federal Reserve Bul- 
letin, July 1949, p. 776. I have discussed the ebb and flow of member bank reserves in the 
paper cited above. 

® As to its part in developing and supervising the market see Marcus A. Harris, The 
Over-The-Counter Market in United States Government Securities (1948: mimeographed), 
pp. 20-21. This is a thesis prepared at the Graduate School of Banking of the American 
Bankers Association obtainable on loan from the association’s library. See also C. F. 
Childs, Concerning U. S. Government Securities, pp. 371-79. 
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The discussion may now turn to the types of paper utilized in money market 
transactions. The accompanying table presents estimates of the amounts of the 
several types of open market paper outstanding for selected dates over a period 
of years. 

As may be seen, other types of short-term paper now are dwarfed by short- 
term government securities. Whereas in the 1920’s this type of paper was roughly 
of the same amount as bankers’ acceptances and commercial paper, it now forms 
the overwhelming bulk of open market paper. Moreover, a large fraction of the 
floating debt now consists of Treasury bills, which are ideally suited for money 
market operations. This instrument came into use only in 1929.7 Indeed, the 
money market exists only in a limited sense outside the market for short-term 
government securities. It is only a moderate overstatement to say that the 
money market is now no more than a sub-part of the government securities 
market. 

The so-called ‘“‘street loan’ no longer exists. Brokers and dealers in non-govern- 
ment securities continue to borrow substantial amounts from commercial banks, 
but not in the manner of earlier years. The money desk of the New York Stock 
Exchange ceased to function in the early 1930’s. Brokers loans are negotiated 
directly with banks on a quasi-customer loan basis. The call money rate has 
accordingly ceased to be a meaningful barometer of money market conditions. 
A degree of impersonality characterizes bank lending to brokers which is not 
observed in commercial lending, but the call loan has ceased to be a purely 
impersonal open market asset. 

A type of bank loan similar to the brokers’ loan on stock exchange securities 
is the loan to the government securities dealer. This type of loan has become 
increasingly important with the development of a distinct group of such dealers, | 
represented at the present time by about a dozen firms. Their borrowings are 
sizeable, varying in the aggregate from about $200 million to almost $1,000 
million. A small number of banks, probably not over ten, provide the bulk of 
these loans. Like brokers loans, they are made on a call basis by means of new 
loan rate and a renewal rate. These rates have not been reported regularly, but 
they are known to move quite freely. On a given day rates differ from bank to 
bank. There is no central fixing of the rate as was the case with Stock Exchange 
call loans when the money desk operated.® 

Loans of New York city banks to brokers and dealers for financing trading 
in listed securities and government securities may be regarded as roughly equiva- 
lent to the money at call and short-notice of the London banks. The parallel is 
not complete, but the general picture is superficially the same. What is lacking 
in New York is a direct channel of access to the central bank by the money- 


7 Elsewhere I have endeavored to trace the development of Treasury bill policy. See 
“The Position of the Treasury Bill in the Public Debt,’’ Journal of Political Economy, 
Aug. 1947, pp. 333-45. No Treasury bills existed in 1928. No certificates were outstanding 
in 1939. 

8 Information as to lending practices in this sector was obtained directly by the author. 
Government security dealers report regularly to the New York Federal Reserve Bank, but 
relatively little information is released to the public as to the financial position of dealers. 
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market middleman.® That is, dealers may not borrow at the central bank if they 
cannot obtain accomodation at commercial banks. They do, or course, sell 
securities to the Federal Reserve and purchase from it; and since the commercial 
banks do have the privilege of borrowing at the Federal Reserve banks, the 
dealers can obtain accomodation by an indirect channel. This, however, contrasts 


with direct access to the Bank of England enjoyed by London dealers in money- 
market paper. 


Estimated Amounts of Open Market Paper Outstanding for Selected Dates, 1928 to 1950* 
(millions of dollars) 


June 30, 
Type of Paper : 
1928 1932 1939 1945 1950 

1,026 747 245 192 279 
Open Market Commercial Paper................ 503 103 181 121 240 
4,898 244 537 498 827 
Loans to Dealers on U.S. Gov’t. Securities (New 

Short-term U. 8. Gov’t. Securities (Treasury 

bills and certificates)..............eeeeeeeeees 1,252 | 3,341 | 1,308 | 51,843 | 31,951 


*Sources: Banking and Monetary Statistics (Washington: Board of Governors of the 
Federal Reserve System, 1943) and Federal Reserve Bulletin. 
Not available. 


New York city banks have at times been obliged to borrow at the Federal 
Reserve bank to accomodate government securities dealers. It will be recalled 
that borrowing at Federal Reserve banks to obtain funds for relending in the 
stock-exchange call market has long been regarded as an unjustifiable use of 
Federal Reserve credit. No restrictions are placed on relending on call to govern- 
ment securities dealers. It must be borne in mind, however, that these loans are 
made at an interest rate below the Federal Reserve discount rate so that there 
is no opportunity for banks to realize a profit on such transactions. Increased 
member-bank borrowing associated with increases in loans to government secur- 
ity dealers appears to reflect a condition of stringency in the money market. It 
is a matter worthy of comment that the traditional barriers to member bank 
borrowing for relending on call do not apply in this instance. 

Only brief space need be given to postwar developments in the bankers’ ac- 
ceptance and commercial paper markets. One notable development is the with- 
drawal of the Federal Reserve banks from the bankers acceptance market in 
recent years.!° During the 1920’s the Reserve banks frequently held a sizeable 


® There is some evidence that dealers engage in repurchase transactions with the Federal 
Reserve Bank, but personal inquiries on this point have not served to bring out the char- 
acter of these repurchase arrangements. 

10 A small volume of bills is purchased by the Reserve banks for foreign correspondents. 
On a few occasions since World War II the Federal Reserve banks have held small amounts 
of bankers’ acceptances. See Annual Report of the Board of Governors of the Federal Reserve 
System for 1949, p. 63. 
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proportion of the outstanding volume of acceptances." The practice has recently 
been to set the Reserve banks’ buying rate for bills at a level so high that no bills 
are offered to them. The outstanding supply of bills, less than $300 million, 
has been held almost entirely by large city banks. Thus, few commercial banks 
have occasion to consider the desirability of investing funds in this type of paper. 

Open market commercial paper has continued to be used as a financing means 
by a limited number of business firms. A modest growth in the volume of this 
paper in the postwar period reflects the mcreased tempo of business and the 
rise in the level of prices. In the late 1920’s, for example, the volume reached 
$1,700 million, and although the 1950 figure is about $250 million, one must 
conclude that open market commercial paper is no longer a significant financing 
device. 

In the postwar period business firms raised substantial amounts of new capital, 
a considerable portion of which was obtained through expansion of short-term 
indebtedness. Corporations, for example, are reported to have derived $35,200 
million of new funds from all external sources between 1945 and 1950. Of this 
amount, $15,200 million represented short-term indebtedness.” Only a small 
part of such funds is represented by open market commercial paper and bankers 
acceptances. Business firms found other forms of short-term financing more 
attractive. Although bankers’ acceptances outstanding increased from $192 mil- 
lion to $279 million and open market commercial paper from $121 million to 
$240 million in the five year period ending June 30, 1950, these increases are 
almost of negligible importance in terms of the overall amount of short-term 
business financing. 

The federal funds market, which has also shown great activity in recent years, 
constitutes a subsidiary mechanism of the money market." Transactions in . 
federal funds represent interbank borrowing of deposit balances at Federal 
Reserve banks. Although a borrowing operation, the transfer does not give rise 
to a formal promise to pay. Rather the funds are immediately transferred by 
means of a credit advice or wire transfer order to the borrowing bank on the 
books of the Federal Reserve bank which tenders a check on itself. This check 
is passed through the clearing house the following business day thus effecting 
repayment. The rate for these one-day loans is called the federal funds rate. 
It fluctuates from very low levels (% of 1%) to a level just below the discount 
rate. 

Fluctuations in the federal funds rate are the best indicator under present 
conditions of the position of the money market.'* Unfortunately the rate is not 


1 Cf. C. O. Hardy, Credit Policies of the Federal Reserve System, pp. 243-63. 

12 Data from Economic Report of the President, Jan. 1950, p. 182. 

13 A detailed account of the postwar federal funds market may be found in Monthly Re- 
view Federal Reserve Bank of New York, Mar. 1950, pp. 28-30. 

14 Nevertheless the banks must show the creation of interbank indebtedness on their 
statements. See Digest of Rulings of the Board of Governors of the Federal Reserve System 
(Washington: 1937), p. 25. 

18 Cf. Haroid V. Roelse, ‘“The Money Market,’? (unpublished paper presented before 
the Federal Reserve Bank of St. Louis Seminar, Jan. 9, 1950), p. 13. I have drawn heavily 
on this paper elsewhere in the present article. 
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carried in the Federal Reserve Bulletin’s table of “Open Market Money Rates in 
New York,” but the level is reported in the financial journals.'® The rate tends 
to move inversely with the excess reserves of New York city banks. 

The effect of transactions in federal funds is to obviate sales of open market 
paper or borrowing at the Federal Reserve bank. Additional reserves are avail- 
able the same business day and at cost which is frequently substantially less 
than by alternative routes. For the overall workings of the money market, the 
effect of transfers is to provide a means for banks to shift legal reserves among 
themselves. Renewed activity in the federal funds market in recent years in- 
dicates the closeness to legal reserve minima at which commercial banks are 
operating in the face of frequent large changes in their reserves.” 

Since 1944 there has been substantial borrowing by member banks at Federal 
Reserve banks. New York city bank borrowing reflects money market conditions. 
In official quarters some concern has been expressed over this development 
although borrowings have been moderate in amount.'® Normally the money 
market carries the outstanding volume of short-term paper without borrowing 
by member banks at the Federal Reserve bank. At times, however, member 
banks are obliged to borrow to adjust their reserve positions. Borrowings usually 
occur in connection with the balancing of reserve positions at the close of the 
reserve computation period. They represent the residual of adjustments that 
cannot be accomplished by sale of government securities. As is noted elsewhere, 
a sale of government securities does not produce reserves until the following 
day. Thus, a bank facing a reserve deficiency on the final day of the reserve com- 
putation period may be obliged to borrow at the Reserve bank to adjust its 
reserves. In recent years borrowing by New York city banks has been almost 
entirely of this type. The loans are made on a one-day basis with arrangements 
for renewal and are customarily repaid within a few days. 

A significant feature of government security transactions is that funds do not 
become available to the seller until the following business day. The government 
securities market operates normally on a one-day settlement basis. So called 
regular delivery involves settlement by 2:15 p.m. of the following business day." 
Accordingly, the money market cannot obtain funds from the central bank im- 


mediately. Moreover, it can obtain funds only if the central bank is disposed to 
buy. 


16 Movements in the rate are discussed each month in the leading article in Monthly Re- 
view, Federal Reserve Bank of New York. The financial pages of the New York Times and 
other newspapers provide current information on the rate’s behavior. 

17 No official data are presented on the volume of federal funds transferred. They are 
known to be large. Occasionally amounts of as much as $35 million are represented in indi- 
vidual transactions. 

18 See Annual Report of the Federal Reserve Bank of New York for 1949, p. 48. Member 
bank borrowing has occasionally exceeded $500 million. 

19 Regular trading hours (10 to 3) are observed by dealers. Payment to dealers for se- 
curities purchased by the Reserve bank is made by crediting the dealers’ bank with an ad- 
dition to its legal reserve balance by means of a credit advice rather than by formal 
issuance of a check. 
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In fact the central bank will always buy government securities at some price 
under its policy of supporting the market. Its offering price, however, may be 
unsatisfactory. Government security dealers may prefer to carry their portfolio. 
by increasing their loans under certain circumstances. In that event commercial 
banks are called upon to advance funds, and they in turn may be obliged to 
borrow at the central bank. This channel provides immediate funds to the money 
market. By judicious use of alterations in its buying rates the central bank may 
control the form in which it provides funds to the money market. The fulcrum 
is the dealers in government securities. 

Superficially it would seem a matter of indifference whether the money market 
was supplied with funds by the central bank through the purchase of securities 
from dealers or through lending to member banks which reloan the funds to 
dealers. In fact, however, there is a substantial difference. Not only are central- 
bank funds in the case of a sale of securities available only after a delay of one 
day rather than immediately as in the case of borrowing but in the case of bor- 
rowing the indebtedness built up by dealers to banks and by banks to the central 
bank operates to tighten the money market. Dealers have used up some of their 
“line” of borrowing power, and banks must look toward adjusting their positions 
to repay their indebtedness at the central bank. 

One of the most significant developments in the money market is the use of 
transactions in government securities by banks as a means of adjusting their 
reserve positions. This method of reserve adjustment was not unknown prior to 
the war, but it has become general in recent years. The wartime shift to a full 
investment basis by all but a segment of country banks made necessary frequent 
reserve adjustment operations. Wartime absorption of government securities 
by the banks placed them in a position to utilize sales and purchases of govern- 
ment securities for reserve adjustment purposes. 

Reserve adjustment through government security operations requires a group 
of dealers through which purchase and sale orders may be executed. Banks lo- 
cated in New York and Chicago are able literally to deal over the counter. Those 
in cities in which dealers maintain branch offices are almost equally well placed. 
Banks in other places may operate through telephone contacts with dealers. In- 
deed, even in cities where dealers maintain offices, buying and selling is done by 
telephone, so that geographical location is not a limitation upon any bank which 
chooses to avail itself of reserve adjustment by security transfers. 

The counterpart of the telephone linking of banks and dealers is the wire trans- 
fer system for government securities operated through the Federal Reserve banks 
by the Commissioner of Public Debt of the United States Treasury Department. 
By leaving its government securities with its Federal Reserve bank for safe- 
keeping, a commercial bank may arrange for speedy delivery of securities sold 
or purchased. Its Federal Reserve bank stands ready to act as its agent in exe- 
cuting its orders to make delivery or accept delivery. These rapid delivery facili- 
ties are a feature unique to government securities. 

Many banks apparently prefer to act through correspondents rather than 
directly through dealers. They avail themselves of the correspondent bank’s 
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advice as to types of securities to purchase or to sell. Thus, in effect, a correspon- 
dent bank may perform dealer functions for its customer banks. 

There is no direct way of measuring the extent to which transactions in govern- 
ment securities represent reserve adjustment operations of commercial banks. 
Aside from the fact that daily condition figures and daily transactions in govern- 
ment securities are not available, some transactions are trading operations for 
profit making. Some evidence as to the importance of government security op- 
erations is given by the reaction in bank assets to the reserve ratio changes of 
1948 and 1949. When reserve ratios were increased in 1948 banks sold govern- 
ment securities in large volume, and when reserve ratios were lowered in 1949, 
banks immediately bought government securities. Excess reserves remained 
practically unchanged in both instances. Week to week changes in member bank 
reserves are usually accompanied by parallel movements in banks’ holdings of 
securities. One cannot, however, derive a quantitative measure of government 
security transactions which represent reserve adjustment operation. 

Complete dependence on sales of government securities to adjust reserves 
would seem to be possible. However, a barrier exists in that funds are available 
only after a delay of at least one day. Consequently, a bank which on the final 
day of the reserve computation period is deficient in reserves must depend on 
other sources. The federal funds market or borrowing at the Reserve bank pro- 
vides immediate funds. Only if settlement could be made by an immediate pay- 
ment in federal funds would a sale of government securities suffice as a reserve 
adjustment transaction on the final day of the reserve computation period. Oc- 
casionally this type of settlement is used, but unless it could be made the regular 
settlement procedure, banks could not rely completely on government security 
sales to adjust their reserves. Under present arrangements, where banks must 
maintain average reserve ratios of specified size over relatively brief periods 
member banks occasionally have to resort to borrowing at the central bank. 
Banks cannot anticipate their needs for reserves fully by sales of securities. 
Neither can they always rely on obtaining federal funds to cover their needs. 
Under such circumstances the only alternative is to turn directly to the central 
bank.”° 

In this review of the postwar position of the money market several develop- 
ments stand out. Government securities have assumed the pre-eminent place 
among the various types of paper in the market. Government security dealers 
have developed into the dominant intermediary agents in the money market. 
The central bank itself has become an important continuing operator in the 
market, buying and selling on a very large scale. Commercial banks have come 
to rely heavily on sales of government securities to adjust their reserves. Street 
loans have virtually disappeared, at least in the old sense. Security dealers con- 
tinue to be important bank borrowers but on a quasi-customer basis. A new 


20 Considerable relief was afforded by the extension of the averaging period in October 
1949. See New York Times, Oct. 20, 1949, p. 49. Although the period itself was not changed, 


banks are permitted to carry over a part of a reserve deficiency to the following computa- 
tion period. 
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type of loan closely related to the old brokers’ loan, namely the loan to dealers: 
in government securities, has developed. This type of loan represents a volume. 
roughly equal to loans on stock exchange securities. Acceptances and commercial 
paper continue, but their importance in the money market is very much less 
than in prewar times. 

The money rate structure shows no marked changes. In general, the central 
bank discount rate occupies the same relative position as in earlier years. The 
Federal Reserve acceptance buying rate typically now stands above the market 
rate, but this is not a matter of importance in view of the small volume of bankers’ 
acceptances. 

Open market money rates have remained at very low levels in comparison 
to earlier periods of comparable economic activity. Although business activity 
has fluctuated noticeably since World War II, money rates exhibit none of the 
cyclical variability which used to be thought of as a leading characteristic of the 
business cycle. Such changes in money rates as have taken place are associated 
with alterations in the support levels for government security prices. No serious 
attempt was made to check the postwar inflation by central bank intervention 
in the money market, although some upward movement in money rates was 
permitted. In short, the central banks’ contact with the money market was not 
utilized in traditional fashion. Rather its powers were employed in a bold new 
experiment in money market control. 

The money market is not a significant source of funds for business finance. 
The government, however, depends very heavily on keeping afloat a large mass 
of short-term securities. Its weekly issues of 90-day Treasury bills in amounts 
of $1 billion provide roughly $12-15 billion of financing. Treasury certificates of 
indebtedness provide an additional $20-30 billion, and Treasury notes and Treas- _ 
ury bonds due or callable within one year have stood in the neighborhood of 
$10 billion in the postwar years. Thus, the money market has been the means of 
carrying approximately one-third of the marketable public debt. 

Although business does not finance itself to a significant extent by selling its 
own short-term obligations in the money market, it utilizes open-market paper 
as a cash substitute. Business as a whole overfinances itself from outside sources 
and places its surplus funds in the money market. This cash-economizing reverses 
what used to be thought of as the normal pattern. The money market rather 
than providing funds for business is financed by it. More specifically, the govezn- 
ment through the medium of the money market is financed by business. 

One may legitimately inquire as to the usefulness of the money market in the 
financial mechanism. It is not a significant capital-raising device for private 
business as it now functions. It is a useful cash-economizing device for those 
business enterprises which are large and strong enough to utilize cash substitutes. 
It is a useful device to the government in that it affords a means of selling a large 
volume of low yield government debt obligations. It is a useful device for com- 
mercial banks. They can maintain a high degree of liquidity without holding 
excess reserves. 

Like a smoothly functioning machine, the money market appears to serve its 
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participants admirably, but the question may properly be asked whether any 
broad economic purpose is really being served. To the extent that business 
enterprises are provided with cash substitutes, the velocity of money is cor- 
respondingly increased. Those large and financially strong businesses which 
utilize money market paper as cash substitutes are rendered slightly more profit- 
able by reason of their substitution of interest bearing paper for idle cash. As to 
the commercial banks, they are enabled to be fully loaned-up at all times. With 
a given volume of reserves, therefore, the economy is provided with more deposit 
currency than otherwise would be the case. In the present situation, this result 
is precisely in the wrong direction. What is now required is a means of obliging 
banks to hold excess reserves. In its monetary effects the money market provides 
no real gains to society. Rather it is a means of intensifying inflationary pressures. 
Finally, the existence of the smoothly functioning money market mechanism 
permits the government to finance a large portion of the national debt at a low 
cost. Space does not permit an inquiry into the thorny question of whether this 
effect is productive of a social gain. Superficially the government appears to 
benefit from being able to obtain ready holders for a large portion of the debt. 
Banks and other businesses are delighted to have available an adequate supply 
of money substitutes. Both parties appear to benefit even though each grumbles 
about the other’s views as to the proper level of money rates. The social cost is 
difficult to assess, for it is ascertainable only in terms of substituting for the 
existing financial apparatus one, designed along other lines, in which there would 
be less inherent instability than under present conditions where much of the 
national debt exists in the form of near money.” As matters now stand, excessive 
liquidity is characteristic of all sectors of the economy. Monetary policy has been 
rendered almost powerless asa counter-inflationary force. Consequently, in some 
quarters little optimism is felt that the primary requisite of economic stability, 
namely stability in the purchsaing power of money, will soon be provided. 
Given the existing financial structure, with a large floating debt held by thou- 
sands of banks and businesses, the money market is needed to facilitate transfers 
of short-term paper among these agencies. Those who engage in dealings in this 
paper make judgments about tomorrow’s probable prices on various types and 
maturities of government paper. To a small extent they make judgments about 
the credit worthiness of obligors on non-government paper and of its probable 
price. But the market is predominantly a market in the paper of one obligor, 
the national government. This obligor is not governed in its borrowing by the 
cost which it must pay for persuading the public to own its securities. Once a 
national debt exists, it must inevitably be owned by someone. The continuous 


21 The late Professor Henry C. Simons outlined an alternative set of financial arrange- 
ments under which national debt policy and monetary policy might be made to serve as 
stabilizing forees. See Economic Policy for a Free Society, pp. 220-39. Space does not permit 
detailed consideration of the Simons program. 

22 The issues in this area have been examined at length in the past few years. The state- 
ment of the so-called Douglas sub-committee of the Joint Committee on the Economic 
Report is particularly worthy of note. See Monetary, Credit, and Fiscal Policies, Senate 
Document No. 129, 81st Congress, 2d Session, esp. pp. 5-32. 
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process of refunding which goes on permits participants in the money market 
to make judgments about the relative attractiveness of one type of government 
security as against others. But the economy must inevitably buy government 
securities. In no sense does the money market govern the flow of funds to the 
government. Its function is only that of establishing the price at which the 
existing debt will be carried. And even here, the government through the central 
bank really determines the price. 

Basically, the economic function of markets is to allocate scarce resources 
among alternative uses. The London money market at one time performed a 
very important function in this respect in selecting among a host of competing 
private firms those which would be financed cheaply and those which would be 
financed dearly. The New York money market now performs this function only 
in a small degree. For the most part it merely serves to match the flow of funds 
into the market, including the funds derived from the central bank, to the supply 
of paper provided by the government. In short, it is an auction mechanism to set 
prices each day at which the parties are content to hold government securities 
overnight. This function is very necessary in the existing financial set-up, but 
it has little meaning for the purposeful functioning of the economic system in 
its fundamental task of allocating scarce resources among alternative uses. 
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“ TAX SENSITIVITY* 
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In considering contra-cyclical fiscal measures, brief note should be made of at 
least the following aspects. 

1. Changes in government spending on goods and services as compared to 
changes in the amount of taxes collected during a given period;! 

2. Automatic stabilizing forces as contrasted with discretionary action. Com- 
pensatory policy during the ’thirties stressed the need for absolute variations in 
federal income-generating expenditures, but it is now recognized that similar 
results can be obtained by altering the magnitude of tax receipts.? Indeed, the 
latter approach is more flexible, easier to reverse and does not imply that socially 
necessary expenditures should be made the football of fiscal policy. Apart from 
these features and from questions of income distribution, political feasibility and 
indirect psychological reactions, the essential difference between the two methods 
reems to be that an increase in government expenditures on goods and services 
has a more direct impact on national income than does a reduction in taxes whose 
effect is not immediately reflected. The fact that adjustments to tax reductions 
take place with a lag is illustrated below using the Robertsonian period analysis 
where C is consumption, I is investment, G, and Y, are government expenditures 
and income respectively, and Y, is private income:* 


PERIOD I PERIOD 11 (A) PERIOD II (B) PERIOD III 


C100 Yp 150/C 100 Yp 160 |C 100 Yp 160 |C 1063 Y, 157.5 
I 50 Y, SO|I SO Y, 53.3; 50 Y, 40\I 533 Y, 52.5 
G. 50 G. 63.3 Ge 50 Ge 50 


200 200 213.3 213.3 200 200 210 210 


If we postulate “leakages,” i.e., a marginal propensity to spend of less than 
unity, the increase in national income during period (n) caused by government 
spending will exceed the initial increment in income attributable to tax reductions 


* The author is indebted to Professor E. R. Rolph, University of California, for his help- 
ful suggestions. 

1 Aggregate tax receipts are defined as net of other government transfer payments. It is 
therefore possible to have a negative aggregate yield under extreme circumstances. 

2 R.A. Musgrave, ‘Fiscal Policy in Prosperity and Depression,’’ American Economic Re- 
view Proceedings, May 1948, pp. 383-395. 

3 Period II (a) reflects an increase in G., with tax rates unchanged, while Period II (b) 
shows a reduction in taxes. Simplifying assumptions are that: (1) G. is increased and Y, 
reduced for one period only; (2) the tax system is proportional; (3) C is a constant propor- 
tion of last period’s Y,; (4) no “leakages’’ or dishoarding exist, i.e., C + I = Yp-y. It is 
interesting to note that in Period III, which is the same for both cases, Y, exceeds Ge, 
suggesting further deflation if G, is not increased. 
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which first appears in period (n + 1). The magnitude of this difference is equal 
to the change in private income during period (n) times the marginal propensity 
_ to hoard plus the augmentation in tax revenues (rates unchanged) accruing in 
the same period. An implicit assumption is that the type of tax altered affects 
the same people in a parallel fashion as does the government spending.‘ It should 
be noted that Professor Musgrave’s analysis of “leakages” refers to the situation 
in which the marginal propensity to consume is less than one.* The possibility of 
induced investment is not considered. 

The case for automatic stabilizers rests primarily upon inaccuracies in fore- 
casting and upon difficulties involved in setting the discretionary apparatus into 
operation. Their effectiveness is a function of the size of government expenditures 
and taxes in relation to national income. That is to say, the lower the budget 
levels the less the potential oscillation of the automatic stabilizers. There are, 
moreoyer, several reasons for believing that built-in flexibility is insufficient in 
itself. In the first place, it cannot correct specific dislocations. Secondly, it comes 
into force only as a result of a change in national income, i.e., with a lag. Thirdly, 
the most it can do is to prevent private income from falling; generally, the off- 
setting effect is much smaller. Fourthly, once the bottom is reached, it cannot 
stimulate recovery. As a matter of fact, it tends to hamper the recuperative 
powers of the economy. It is concluded, therefore, that a mingling of automatic 
stabilizers and discretionary action is preferable to a sole reliance on the former. 

With respect to the automatic compensating effect of our existing federal 
taxes, Musgrave and Miller estimate that somewhat more than a third of the 
effect upon consumption and private income due to a change in investment will 
be offset by variations in the yield of taxes.’ Their approach, summarized 
graphically by Chart 1, follows the formal Keynesian pattern and employs the 


T. 
simultaneous multiplier concept with an added feature, cE in the denominator 
1 


to allow for the existence of different tax structures.® The significant factors in 
determining the built-in flexibility are thus the income elasticity of the tax yield 
and the average tax rate, while the measure of compensatory effectiveness is one 
minus the change in income with a given tax system divided by the change in 
income which would occur if the tax system had zero elasticity, ie.,a = 
1 — AY/AY,. 


4 For some stimulating ideas on this question, see T. A. Sumberg, ‘‘Leakage Problems in 
Flexible Taxation,’’ Journal of Political Economy, Dec. 1947, pp. 572-576. 

5R. A. Musgrave, op. cit. 

6 Disregarding the extreme case where tax yields minus government transfer payments 
produces a negative figure. 

7R,. A. Musgrave and M. H. Miller, “Built-in Flexibility,’’ American Economic Review, 
March 1948. Cf. A. G. Hart, Money, Debt and Economic Activity; he reaches similar conclu- 
sions in his chapter on ‘‘Automatic Stabilizers,’”’ pp. 475-490. 

8 AY = AI+ cAY — e(rrYi — reY2), where c is the marginal propensity to consume out 
of disposable income and r; and rz are the average tax rates for periods 1 and 2. E = AT/ 
AY X Y:/T; where AT is the change in the tax liability; solving for T and substituting, we 


obtain AY = AIX i : 


—e+cET,/Y:" 
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The model constructed by Musgrave and Miller would appear to be unrealistic. 
For simultaneous equilibrium to be attained at the level prescribed by the 
Keynesian equations, either perfect foresight or the cancellation of errors must 
be postulated. The assumption of compensating errors is of course a special case 
of the Swedish ex ante theory. Even if it is admitted that the instantaneous 
solution indicates merely the level to which income tends after the lapse of some 
time, the presence of lags in the adjustment and readjustment of individuals and 
the continual introduction of new stimuli prevent this point from ever being 
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reached. Structural defects in the model, on the other hand, do not impair the 
validity of the estimates relating to built-in flexibility except insofar as the possi- 
bility of induced investment is neglected. 

An interesting quasi-empirical study recently made by M. I. White, in an 
effort to determine the maximum possible decline in Net Business Expenditures 
plus Net Foreign Investment which could be offset by personal income tax 
reductions so as to prevent Personal Factor Income from falling more than 10 
per cent, contains some pertinent observations.’ Three cases were considered, 
based on the schedule of surtax rates and personal exemptions provided in the 


9M. I. White, “Personal Income Tax Reduction in a Hypothetical Contraction,” Re- 
view of Economic Statistics, Feb. 1949, pp. 63-69. 
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Revenue Act of 1945: (1) Unchanged rates and exemptions; (2) Unchanged 
rates, but exemptions increased by 50 per cent; and (3) First bracket rate reduced 
to zero and exemptions increased by 50 per cent. For a 10 per cent or $22 billion 
decline in Personal Factor Income below an estimated full employment level of 
$217 billion, it was calculated that Personal Tax and Non-tax Payments would 
drop by $3 billion in the first case, $6 billion in the second and $16 billion in the 
third. The conclusion was that the potentialities of “built-in” stabilizers are 
limited, but that the offsetting effect of tax reductions can be quite significant. 

The remainder of this paper deals with but one aspect of the problem of 
compensatory policy, that of tax sensitivity. The concept, sensitivity or income 
elasticity of the tax yield, is distinguished from that of built-in flexibility in that 
it is concerned solely with percentage variations in the yield of a given tax result- 
ing from corresponding percentage changes in income. Built-in flexibility, on the 
other hand, equals the tax sensitivity times the average tax rate which can be 
reduced, by cancelling, to the marginal rate of taxation.!° The division of auto- 
matic stability into two components, rather than calling it simply the marginal 
tax rate, is frequently useful for the purpose of empirical observation; that is to 
say, the sensitivity figure may, in certain instances, be derived from different 
data than the average tax rate. 

Tax sensitivity is perhaps best defined as the ratio between the percentage 
change in a given tax yield and the corresponding percentage change in income. 
A sensitivity of one therefore means that a 10 per cent change in income will be 
followed by a 10 per cent change in the yield of a given tax; whereas a sensitivity 
in excess of unity signifies a proportionately greater percentage variation in tax 
collections as income fluctuates 10 per cent. This measure has at least three 
advantages over the utilization of the marginal rate of taxation, i.e., a change in 
tax divided by a change in income, as a yardstick in the analysis of different 
taxes. In the first place, comparison between taxes of widely varying yields is 
facilitated. The significance of this factor becomes apparent when we consider the 
many diverse elements in our over-all tax structure. Secondly, its use permits 
correlation between tax yields and national income in situations where the yield 
is so small that to compare absolute changes in tax receipts with those of income 
would be of little value. That is to say, the potentialities of a tax having an 
extraordinarily high sensitivity may not be revealed by empirical investigation 
where the receipts of a given tax are in millions and national income in billions 
if the marginal rate concept alone is applied. Thirdly, the measure has some 
utility for international tax comparisons where different monetary units are 
involved. 

Tax sensitivity, defined as the income elasticity of a given tax, is suitable for 
showing the flexibility of the aggregate tax yield in response to movements in 
National Income," for reflecting variations in an individual’s tax liability to 
changes in his income, or for making a similar analysis at some intermediate 


10 Sensitivity times average tax rate equals: (AT/AY X Y,/T:) X 'T:/Y: = AT/AY. 
11 Tt may be desirable to use GNP, Aggregate taxable income (NNP + T,), or some other 
series in place of National Income. 
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point between the individual and the aggregate. Bretherton, Edelberg, Mrs. 
Hicks, and Musgrave have all employed this measure in the aggregate sense.” 
With relatively little refinement, the total annual receipts accruing to the govern- 
ment from each of the different taxes can be correlated with National Income, 
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GNP, employment indices, or some other indicator of cyclical fluctuations. The 
taxes can then be ranked according to their average sensitivities; and it can be 
shown that the federal taxes on personal income and corporation profits belong 


12 F, R. Bretherton, ‘‘The Sensitivity of Taxes to Fluctuations of Trade,” Econometrica, 
April 1937, pp. 171-183; V. Edelberg, ‘‘Flexibility of the Yield of Taxation—Some Econo- 
metric Investigations,’ Journal of the Royal Statistics Society, 1943, pp. 159-178; U. K. 
Hicks, The Finance of British Government, 1920-1986; R. A. Musgrave, ‘“‘Federal Tax Re- 
form,” Public Finance and Full Employment, Board of Governors of the Federal Reserve 
System, Postwar Economic Studies, No. 3, Dec. 1945, pp. 41-42. 
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somewhere near the top with income elasticities ranging from 2} to 3 (Chart 2), 
while specific taxes on such commodities as tobacco and gasoline fall close to the 
_ bottom of the scale. Other things being equal, over-all yield comparisons of this 
nature provide a rough basis for determining which taxes should be stressed 
from the standpoint of fiscal policy. The use of aggregates, however, does not 
permit separation and special consideration of the various factors affecting 
sensitivity. 

A more specific approach employing the same basic definition of sensitivity, 
is that of R. E. Slitor.* He proposes to examine the flexibility of the individual’s 
tax liability in relation to changes in his income. In this fashion, it is possible to 
isolate the effects of progression and exemption from those of the distribution of 
income. This concept of sensitivity can alternatively be written as the ratio of the 
marginal to the average tax rate at a given point, i.e., r/a.'* The level of exemp- 
tions directly influences the progressiveness of a tax, which in turn is reflected 
in the spread between the marginal and the average rates.1* Hence, whenever the 
average rate progression formula, r-a/Y, is equal to an amount greater than zero, 
the sensitivity of the tax will exceed unity. 

On the negative side, Slitor’s measure is limited largely to the personal income 
tax, although it may be possible to extend his r/a concept to aggregate or inter- 
mediate comparisons and to the consideration of corporation profits taxes. It can 
be applied to the analysis of excise taxes only with extreme difficulty and arti- 
ficiality. There remains, moreover, the basic qualification which holds also for the 
measurement of fluctuations in aggregate yields that the variations in the tax 
liability may not be functionally, or even closely, related to changes in income. 
This is especially true of excise taxes where other factors, such as trend, may 
wholly or partly offset the income effect. In conclusion, although it appears that 
the individual approach does not have the broad applicability of the aggregate 
method, the former does point out the possibilities for examining in greater detail 
the factors underlying sensitivity in an aggregate sense. 

A second definition of tax sensitivity, suggested by Vickrey," is that it be 
regarded as the ratio of tax payments in years of reduced incomes to those in 
years of prosperity. Absolute insensitivity prevails when the ratio is equal.to 
unity, as contrasted with a zero value for the income elasticity concept defined 
above. This proposal is seriously handicapped by the fact that it applies solely 
to symmetrical variations about an average. It also obscures the fact that tax 
yields may not tend to vary at the same rate at all levels of national income. This 
technique becomes, therefore, a workable device only in the situation where 
roughly symmetrical fluctuations in tax receipts occur as a consequence of roughly 
symmetrical movements in national income. 


18 R. E. Slitor, ‘The Measurement of Progressivity and Built-in Flexibility,” Quarterly 
Journal of Economics, Feb. 1948, pp. 309-314. 

4 AT/AY X Y/T = (AT/AY)/(T/Y) = r/a, where T and Y are respectively total tax 
payments and income of the individual and AT and AY are their changes from last year to 
this year. 

15 A basic exemption, for instance, renders an otherwise proportional tax progressive. 

16 W. Vickrey, ‘‘The Effect of Averaging on the Cyclical Sensitivity of the Yield of the 
Income Tax,’ Journal of Political Economy, Sept. 1945, pp. 275-278. 
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II 


Tax sensitivity, as we have defined it in the aggregate sense, is affected by 
fluctuations in the tax base, progressivity and exemptions, lags between accrual 
and collection, and “built-in” rate changes. Each of these will be considered 
separately. 

One approach to the problem of tax sensitivity is through the comparison of 
fluctuations in actual and potential tax bases with changes in national income. 
This procedure is advantageous in that it enables us to: 

1. Isolate the effect of the tax base on the aggregate sensitivity of a given tax. 
An examination of the personal income tax base, for instance, suggests that a 
proportional income tax would have a sensitivity not much in excess of one,” 
whereas that of our present tax roughly approximates three. 

2. Investigate the possibilities of a number of areas which are not as yet 
subject to any general taxation. It is to be emphasized, however, that while the 
taxation of certain untaxed fields may have considerable merit from the stand- 
point of fiscal policy, other considerations, such as that of equity, may render it 
undesirable. 


3. Utilize a larger amount of historical data, thus increasing the accuracy of 
our estimates. 

Since the yield of a proportional or ad valorem tax remains in constant propor- 
tion to its base at all levels and varies percentage-wise in the same fashion as 
does the base, taxes of this nature can be expected to have the same sensitivity 
as their respective bases. It is possible, therefore, to draw relevant conclusions 
for fiscal policy by examining empirically the cyclical variations of individual 
items or groups, on both the income and expenditure sides, which are, or may 
become, tax bases. 

Some idea of the approximate sensitivity of a series can be obtained in either 
of two manners. The first way is to correlate the tax base with aggregate income 
on full logarithmic paper. Once plotted, the line of correlation may be determined 
by inspection, the slope of which is equal to the average sensitivity. The second 
method is to compute the line of regression by the “least-squares” technique. If 
the correlation is linear, the value for “‘b”’ in the formula y. = a + bx, where y. 
is the hypothetical tax base and x is national income, is equal to the marginal 
rate of the tax base;* and multiplying ‘‘b” by the ratio of average income to the 
average tax base we arrive at an average sensitivity for the series. On the basis of 
the latter procedure, the sensitivities of four major classes for the period 1929 
to 1942 are as follows:'® 


CATEGORY SENSITIVITY 
New Private Construction Activity......................5. 2.20 
Producers’ Durable 1.95 
Consumers’ Durable 1.12 


Consumers’ Non-durable Commodities 


17 Cf. Chart #2. 
18 The change in the tax base divided by the change in income. 
19 The data from which these are computed is obtained from the Supplement to the Survey 
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One qualification, in addition to the possible criticism that the data should 
first be corrected for trend and other distortive elements, is especially relevant. 
It is that the effects of the different taxes, which may be imposed, on the size 
and variation of the tax base cannot be reflected by this type of analysis. The 
presence of a high tax rate may tend to rigidify prices and to restrict sales and 
investment, among other things, thus directly affecting the degree of sensitivity. 
Presumably, where low rates are involved, the tax impact may be ignored for all 
practical purposes; but in other cases, some allowance must be made based upon 
an examination of demand and supply conditions. 

Finally, it should be noted that the yields of specific taxes vary only with 
quantity of sales, not with price times quantity. Wherever such taxes are con- 
templated, it becomes necessary to investigate cyclical fluctuations in the level 
of production and unit sales.” 

It is suggested from our analysis of tax base fluctuations that roughly one- 
third of an aggregate sensitivity which approximates three for the federal 
personal income tax can be attributed to over-all variations in personal income. 
That is to say, a proportional income tax without exemptions, where the marginal 
tax rate equals the average rate and where the yield moves in a precise, fixed 
percentage relationship with its base, can be expected to have a tax sensitivity 
approaching unity. The excess of the income elasticity of the existing federal 
individual income tax over one, with minor qualifications, must therefore be 
caused by the existence of progressivity and exemptions. 

The fact that progressivity and exemptions affect tax sensitivity is apparent 
from their very nature. Progression exists whenever the tax rate varies directly 
with the tax base and is also present wherever otherwise proportional taxes are 
supplemented by basic exemptions. Given a marginal tax rate in excess of the 
average rate, as income rises, tax receipts increase at a faster rate than does 
income although the rate of change must eventually be retarded since the marginal 
rate cannot, realistically speaking, exceed 100 per cent.” In view of this and of the 
fact that aggregate personal income moves in roughly symmetrical manner with 
total taxable income, GNP or National Income, it follows that a given percentage 
change in any one of these measures of economic activity will be associated with 
a greater percentage change in the progressive income tax yield.” 

A more precise analysis of income tax sensitivity with a constant rate schedule 
reveals that the degree of flexibility is conditioned by at least three factors: 

1. The level of progression at different points along the income scale. 

2. The distribution of income. 

3. The relative stabilities of incomes making up the various brackets. é 
It has been demonstrated by R. E. Slitor that our present federal individual 


of Current Business, Department of Commerce, July 1947, and is uncorrected for other fac- 
tors. The formulae for the four categories are respectively: Ye = —41 + .088X, Ye = —41.2 
+ 1X, Ye = —7.7 + .085X, and Ye = 88.3 + .278X. 

20 Cf. F. C. Mills, ‘Elasticity of Physical Quantities and Flexibility of Unit Prices in the 
Dimension of Time,’ Journal of the American Statistical Association, Dec. 1946, pp. 489-468. 

21 Our discussion refers only to average rate progression. 

22 Total taxable income comprises net national product plus government transfers, in- 
cluding interest. 
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income tax is most progressive at brackets just in excess of the basic exemptions 
and similarly that the built-in flexibility of the individual tax liability is greatest 
at that point since both are dependent upon the spread between the marginal 
and the average tax rate.* The sensitivity of the aggregate income tax yield 
moreover, is bolstered by a large concentration of taxable income in the lowest 
brackets. The importance of the movement in and out of the lowest tax bracket 
is to be stressed. Estimated distribution of net taxable income, based on indi- 
vidual income tax returns for 1937 including returns filed for estates and trusts 
for prior years, is as follows:* 


NET INCOME CLASSES NET INCOME (000,000) 


The third factor to be considered is that the stability of individual incomes 
tends to vary inversely with size. The reason for this appears to be that higher 
incomes are composed largely of dividends and capital gains, while lower brackets 
are weighted heavily by wage income.”> In Wisconsin from 1929 to 1934, for 
instance, it is estimated that total income in the $1000—$2000 bracket fell 28.54 
per cent, while that in the $9000-$10,000 bracket dropped 67.99 per cent.?6 On 
the other hand, however, to the extent that exempted income remains constant 
while that which is subject to taxation fluctuates, tax sensitivity is enhanced.” 
Assuming, for example, that exempt income amounts to $50 billion ($500 100 
million people) and that this portion of total income remains constant (the 
limiting case) while the remaining $150 billion of total income falls by 50 per cent 
between periods A and B, and assuming that there is a flat 20 per cent tax rate 
on all income in excess of exemptions, we obtain an aggregate sensitivity of 1.5. 
Whereas, if all income—including exempted income—declined in the same propor- 
tion, the sensitivity would approximate unity. 

The fact that our present federal personal income tax law does not permit 
capital losses to be completely offset against other income, together with the 
lenient treatment of capital gains, operates to reduce the flexibility of the tax 
yield by producing lower effective progression in prosperity and higher effective 
progression in depression than would exist in the absence of such special treat- 


23 R. E. Slitor, op. cit., p. 311. 

24 Computed from data contained in appendix to R. G. Blakey, The Federal Income Taz. 

25H. M. Groves, Postwar Taxation and Economic Progress, p. 194. 

26 Ibid., p. 191. 

27 Exempt incomes are stable for the additional reason that exemptions apply regardless 
of income and, as long as the individual’s net income exceeds the allowed exemptions, the 
magnitude of exempt income remains unchanged. 
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ment.” This effect is quite apparent and need not be discussed. In general, 
averaging techniques and the carry-back and forward of losses affect tax sensi- 
tivity adversely, although methods have been proposed which tend to minimize 
this disadvantage. The cumulative averaging device, suggested by Vickrey,”* 
actually increases, the reduction in tax receipts during depresseds period in com- 
parison with the existing tax. It is, however, less sensitive on the upswing than 
an ordinary income tax. 

One final point should be added. A constant basic income exemption expressed 
in money terms produces a fluctuating level of real income exemption over the 
business cycle. A similar situation also exists in the case of a progressve income 
tax whose rate schedule remains unchanged in monetary terms. In both of these 
instances, however, the net effect is beneficial from the standpoint of fiscal 
policy. 

Brief mention should be made of the significance of lags between the accrual 
of the tax liability and its payment. The application of the pay-as-you-go tax 
plan to large sectors of personal income has tended to alleviate this problem 
somewhat. Nevertheless, lengthy lags still exist in the case of farmers, certain 
professional classes, dividend recipients, and other non-withheld income receivers. 
Another important case in point is that of the federal corporation profits tax 
where the tax liabilities may be discharged by making a single payment or 
quarterly payments in the year following the one in which the liabilities accrue. 

The existence of lags in the payment of taxes tends to reduce the utility of 
built-in stabilizers. Where the payment is delayed for twelve months or even 
less, it is entirely possible that taxes accruing in a period of high incomes will 
become legally due after the peak of prosperity has passed, thus aggravating the 
down-swing. It is true that the problem is alleviated to the extent that resources © 
are set aside to pay the tax obligations as they accrue and that those who are 
taxed gain by an amount equal to the interest earned on the funds set aside to 
pay the tax. But recipients of non-withheld personal income are frequently not 
sufficiently foresighted to do this. 

E. Cary Brown concludes that the over-all contribution to fiscal policy by 
placing the corporation profits tax on a current basis would be small.*® His major 
point seems to be that the ratio of marketable securities to tax liabilities increases 
with the size of the corporation and that resources are ear-marked to cover the 
major portion of accrued taxes. According to SEC data, of June 30, 1946, those 
corporations with assets below $5 million possessed securities of $93 million 
against taxes amounting to $125 million, a ratio of .74; those having assets $5 to 
$100 million owned $1.5 billion as against $1.3 billion, a ratio of 1.15; while those 
with $100 million and over had $2.7 billion as compared to $1.3 billion, a ratio 
of 2.08. His other arguments opposing the current payment plan do not relate 
to fiscal policy but pertain to the wide fluctuations of corporate profits, the 
double transitional effect and the differential credit control imposed by the current 


28 Not to mention the discrimination. 
2* W. Vickrey, Agenda for Progressive Taxation, pp. 172-195. 


30 E. C. Brown, “‘Pay-as-You-Go Corporate Taxes,” American Economic Review, Sept. 
1947, pp. 641-645. 
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system as compared with the lag method. That is to say, funds would be denied 
small and growing firms who are otherwise unable to finance investment oppor- 
tunities. 

Although it is difficult to accept Mr. Brown’s tacit assumption that small 
enterprises merit subsidization in such an indirect fashion, this is not the primary 
bone of contention. The fundamental criticism is three-fold. In the first place, 
the figures related to a time when businesses were in their most liquid position, 
because wartime controls had prevented excessive expenditures. Secondly, pre- 

- sumably these liquid assets were not ear-marked for the payment of taxes alone. 
Thirdly, it is not doing the small corporation a favor to permit its expansion on 
the basis of loans whose payment cannot be deferred and which may become due 
at a time when credit availability is at a low ebb. . 

It is interesting to observe that, even in the absence of revisions of the Internal 
Revenue Code by Congress, the peculiarities of our tax system produce changes 
in the average tax rates over the cycle. The effect of progression and exemptions 
is to reduce the average rate of the personal income tax as national income 
declines. The fact that the corporation profits tax is asymmetrical (i.e., when a 
corporation has a deficit, the government does not contribute) causes the ag- 
gregate corporation profits tax rate to reach astronomical figures in depressed 
periods. Since the yield of a specific tax is unaffected by price variations, more- 
over, its rate, expressed in ad valorem terms, tends to fluctuate inversely with the 
price level and income. Only in the case of ad valorem taxes, such as those on 
jewelry, mechanical refrigerators and electrical energy, does the rate remain 


constant. The average rates for the period 1929-1941 of five representative taxes 
are shown below:*! 


FED. PERS. INC. | FED. CORP. PRFTS. TAX FED. CIG. TAX CALIF. GAS TAX | INDIANA GAS TAX 
TAX (AV. RATE)* (AV. RATE)f (AV. RATE){ (AV. RATE){ (AV. RATE){ 
1941 1.5% 44.0% 44% _ — 
1940 3.4 28.7 42 17% 20% 
1939 1.3 20.3 43 16 21 
1938 1.8 27.3 43 16 19 
1937 1.8 21.8 43 16 19 
1936 : 22.0 45 17 20 
1935 1.1 25.8 45 17 21 
1934 1.0 37.8 46 17 21 
1933 1.0 293.8 51 18 22 
1932 i (.338 + —3.04) 42 18 22 
1931 1.0 (.48 + —.78) 44 19 23 
1930 5 22.7 45 16 19 
1929 1.4 ee 46 15 18 


* Income Tax Yield divided by National Income; uncorrected for rate increases in 1932 
1934, 1935, 1940 and 1941. 


+ Tax Yield divided by Corporation Profits; uncorrected for increases in 1932, 1935, 
1940 and 1941. 


t Specific taxes, expressed in ad valorem terms. 


31 Calculated from material contained in the Supplement to the Survey of Current Business, 
Department of Commerce, July 1947; F. G. Crawford, Motor Fuel Tazation in the U. S., 
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These rate variations are obviously unplanned and are in several instances 
contrary to intelligent fiscal policy. Nevertheless, they do not appear to be logi- 
cally different from a deliberate policy of “built-in” rate changes. It would, for 
example, be possible to provide by law that for every 10 per cent decline in 
National Income below a prescribed level the tax rate is to be lowered by 10 
per cent. Given a hypothetical full employment level of $200 billion and a tax 
rate of 20 per cent, a decline in national income to $100 billion, thus produces a 
fall in the tax rate to 10 per cent, causing the tax yield to drop from $40 billion 
to $10 billion. In Robertsonian terms, private income available for disposition in 
the following period is $10 billion higher than it would have been in the case of a 
20 per cent proportional tax with no “automatic” rate changes. 

Little attention is paid in current literature to the potentialities of the planned 
use of “built-in” rate changes. Considered from the aspect of political feasi- 
bility, however, it appears to have strong merit in that administrative discretion 
is limited.* All the internal revenue officials have to do is to see that each tax- 
payer is informed of the proper tax rate. 


Ill 


The importance of federal excise taxes is illustrated by the fact that in 1946, 
they totalled $7.3 billion, or more than 15 per cent of federal tax receipts and over 
4 per cent of personal income.** Of this total, at least 2 was obtained from specific 
taxes, such as tobacco, liquor and gasoline. At the state and local levels, specific 
taxes also predominate over ad valorem taxes, amounting to approximately 
60 per cent of an aggregate “sales tax” yield of $2.7 billion for 1946.3* The mag- 
nitude of these figures indicates that excise taxes are a permanent element of our 
tax system, can noticeably affect the level of private income, and merit the 
attention of those interested in fiscal policy. 

Several of the writers who have discussed the problem of tax sensitivity, in- 
cluding Bretherton, Edelberg, Mrs. Hicks and Viner,” suggest that ad valorem 
excise taxes are more sensitive than specific excise taxes, but little effort is made 
to demonstrate why. If their proposition is valid and if it is assumed that excise 


1939; Annual Report of the Committee of Internal Revenue, 1928-1929 to 1940-1941; American 
Petroleum Industry, Petroleum Facts and Figures; and U. S. Bureau of Labor Statistics, 
Wholesale Prices of Commodities. 

32 For the sake of simplicity, it is assumed that there is only one tax rate. 

33 Cf., however, ‘“‘Federal Expenditure and Revenue Policy,’”’ American Economic Review, 
Dec. 1949, p. 1267. 7 

34 Tt; may of course be argued that, since the taxpayer must be informed when the rate 
changes are applicable, the rate changes are not automatic; but it should be remembered ~ 
that the function of notifying the tax payer is far different than the authority to change 
tax rates at one’s own discretion. 

35 Calculated from data contained in the July 1947 Supplement to the Survey of Current 
Business, Department of Commerce. 

36 Ibid. 

37 R. F. Bretherton, op. cit.; V. Edelberg, op. cit.; U. K. Hicks, op. cit.; and J. Viner, ‘“Tax- 
ation and Changes in Price-Levels,” Journal of Political Economy, Aug. 1923, pp. 494-521. 
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taxes cannot be eliminated in view of their practical expendiency, it may be con- 
cluded that sound fiscal policy requires the exclusive use of ad valorem taxes. 

The essential difference between ad valorem and specific taxes is that, whereas 
the yield of the former is a function of both price and quantity sold, the yield 
of the latter depends exclusively upon the quantity taken.* Since the yield of the 
specific tax is unaffected by price, its tax rate, expressed in ad valorem terms, i.e., 
the ratio of tax to selling price, varies with every change in price. Chart 3 con- 
trasts a 20 per cent ad valorem tax with a specific tax which would provide the 
same yield at an assumed “normal”’ price of $10. It is significant to note, in the 
case illustrated, how much greater influence downward changes in price have on 
the rate of the specific tax than do upward revisions. 


100 


SPECIFIC TAX 
AT $2.00 PER UNIT 


TAX RATE (%) 


{20% AD VALOREM TAX 


SELLING PRICE (IN DOLLARS) 
CuHart 3 


Given a situation where a commodity’s price and sales volume, at different 
levels of national income, are relatively unaffected by the type of excise tax im- 
posed, whether specific or ad valorem,** it is apparent that the ad valorem tax 
will have a higher sensitivity. The reason, as indicated above, is that the yield 
of the specific tax is influenced only by one of the two variables, namely, quantity 
sold. The degree of difference in the income elasticities of the specific and ad 
valorem tax yields under these assumptions depends, therefore, upon the price 
flexibility of the good in question. In the limiting case of an absolutely rigid 
price, their sensitivities become identical. 

Whenever, on the other hand, the selling price comprises a sizeable excise tax, 


38 Neglecting the indirect effect on price caused by the imposition of the specific tax, 
and assuming a constant rate. 

39 Such might be the case, for instance, where the tax is an insignificant proportion of the 
total selling price or where prices are sticky to begin with, as in the case of oligopoly. 
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as in the case of cigarettes, it becomes necessary to take account of the differences 
in impact of the specific and ad valorem taxes over the trade cycle.“° Because it 
is an absolutely fixed charge per unit of commodity, a specific tax tends to rigidify 
price, especially under conditions of a declining price-level. In contrast, an ad 
valorem tax falls proportionately with price and therefore does not impose such a 
restraint. The consequence is that, as demand curves shift to the left due to re- 
duced business activity and expectations, the price of a good upon which a specific 
tax is levied remains artificially high causing the sales volume of that item to fall 
below what it would have been under an ad valorem tax. This situation is illus- 


PRICE (DOLLARS) 


10000 


QUANTITY (IN THOUSANDS OF BUSHELS) 


Cuart 4, P; to P;—Equilibrium Prices. M; to M;—Equilibrium Quantities. DT and BR— 
Net Revenue Curves with $.60 a Bushel (Specific Tax) Deducted. CU and AS—Net Revenue 
Curves with 20% Ad Valorem Tax Deducted. EU and CS—Industry Demand Curves. FG 
and HI—Industry Supply Curves. 


trated in Chart 4; the dotted industry demand and supply curves denote the shift 
attributable to depressed conditions; and the specific and ad valorem taxes are 
deducted from the demand curves to form net revenue curves.“ If the demand 
curve is sufficiently elastic, it can be seen that the tax yield of a specific excise 
tax may be reduced more than that of the ad valorem tax.” 

It is to be concluded that, as long as there exists an underemployment os re- 


40 For comparative purposes, the analysis assumes that the ad valorem and specific excise 
taxes are set so as to produce identical yields at some normal level. 

“1Competitive conditions are postulated in the industry. The conclusions have some 
relevancy in other situations, however, except where the price is completely inflexible. 

42 The yield, in each case, is shown by the area of the rectangle formed by the vertical 
distance between the demand curve and the net revenue curve, with the tax deducted, and 
the horizontal distance from the ordinate to that point. 
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sources, we cannot say off-hand whether an ad valorem tax is more sensitive 
than a specific tax. Each particular case has to be investigated separately and the 
decision based upon the actual situation in that industry.“ Such attempts as 
have been made to determine empirically the tax sensitivity of specific and ad 
valorem taxes do not invalidate this finding. The mean elasticities of selected 
state gasoline taxes (specific) and sales taxes (ad valorem), computed by D. W. 
Burch, are compared below.“ 


GASOLINE TAXES SALES TAX 
State Elasticity State Elasticity 


In inflationary periods when resources are being fully utilized, it appears that 
ad valorem excise taxes are more sensitive than specific taxes. The basis for this 
reasoning is that at a full employment level the possibilities for expanding pro- 
duction are largely limited, whereas—in the absence of price control or ration- 
ing—there is not such restraint on the price. Thus, although the yield of a 
specific tax, based solely on volume, will tend to level out in such a situation, ad 
valorem tax collections continue to increase until the inflationary force is spent. 
This is not inconsistent with our previous conclusion, for there is no impelling 
reason why the tax sensitivities should remain the same at all income levels. 

At least one additional factor ought to be considered if our discussion is ¢o re- 
tain a realistic tinge. The statutes establishing specific taxes frequently define 
the commodity which is to be taxed in such general terms that the affected pro- 
ducers are enabled to change their product quality-wise without affecting the 
tax rate. In such a case, a premium is placed upon improving quality to main- 
tain sales as national income falls in contrast to reducing prices. To the extent 
that this effect occurs, the real tax rate, in ad valorem terms, may not be as vari- 
able as might be supposed. 


*? There is, of course, an additional argument against specific excise taxes that, because 
of their rigidifying effect on prices, they tend to affect the allocation of resources in a way 
that ad valorem taxes do not. 

“D. W. Burch, Sensitivity of Tax Yields to Changes in Income, M. A. Dissertation, Uni- 
versity of California, 1948, pp. 46 and 51. 

48 Wherever production is expanded, prices may be forced up even more than average 
because the increase takes place at the expense of alternative uses of the necessary re- 
sources. 
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IV 


Our analysis suggests that tax sensitivity, defined as the ratio of a percentage 
change in the tax yield to a corresponding percentage change in income, is a 
useful measure for ranking different taxes. By comparing taxes in this manner, 
it is possible to determine which of them have the greatest potentialities from the 
standpoint of sound fiscal policy. Nor are we limited empirically to an investiga- 
tion of those fields which are actually taxed. The possibilities of untaxed areas 
can be determined by examining the cyclical flexibility of potential tax bases. 
subject to the qualification that allowances must be made for the impact of a 
tax upon the size and variability of its base. 

In addition to fluctuations in the tax base, tax sensitivity can be affected by the 
existence of progressivity and exemptions, time lags and “built-in” rate changes. 
Fluctuations in the tax base and progressivity and exemptions are of major 
importance in determining the sensitivity of existing taxes; time lags of less 
significance; and “built-in” rate changes have not been utilized. “Built-in” rate 
changes, however, have excellent possibilities for the future because of their 
political feasibility.*® 

An interesting question arises as to whether ad valorem excise taxes are more 
sensitive than specific excise taxes. If the excise tax constitutes a negligible por- 
tion of the selling price or if there is an inflationary situation with full employ- 
ment of resources, it is to be concluded that the ad valorem tax, whose yield is 
affected by changes in both price and quantity sold, will have the higher sensi- 
tivity. If, on the other hand, resources are not fully employed and prices in general 
are declining, the indirect effect on quantity of sales caused by the price rigidify- 
ing influence of the specific tax may cause it to have the greater sensitivity. 

The objective of this paper has been to investigate in some detail the meaning 
of tax sensitivity and the various elements which affect it and has not been to 
make policy recommendations. It can be said, however, that the increasing 
emphasis placed upon built-in flexibilty tends to accentuate the case for a greater 
reliance upon such highly sensitive taxes as the personal income tax and corpo- 
ration profits tax. But it should be remembered in the last analysis that questions 
of fiscal policy are not the only factors to be considered in establishing a sound 
tax system; other criteria of even greater significance include equity and effect 
on income distribution. 


46 There may be some doubt as to whether “built-in” rate changes should be classified 
under the heading of automatic or discretionary. 
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The enormous practical importance of the formulation of a theory of economic 
development for problems in public policy (organization of aid to backward 
regions under Point IV, the public power program of the Department of Interior, 
and the development program of the Atomic Energy Commission, are examples), 
as well as its intellectual interest, has drawn increasing attention to this area. 
Technological change derives its urgency as a field of study from its intimate 
connection with economic development. . 

To Karl Marx, technology played a central role in determining the very shape 
of social structure. Thorstein Veblen placed it below first rank as a cause, but gave 
it the role of creating sufficient “surplus” production that a whole class of preda- 
tors and a structure of predation grew up to expropriate it. These, and other 
philosophies of history which gave technology preeminent position as a causal 
factor, have led to many detailed studies of various aspects of technological 
change—studies of its causes, its history, its consequences, and its control. 

Despite the effort lavished on these studies, we have not improved our theory 
of economic evolution much beyond where it stood before the effort was made. 
Our factual data are better, but our perspective and our ability to predict are 
little improved.? The reason for this lies, at least partly, in a fault common to 
many of these undertakings. They viewed change in terms of a narrow model— 
sometimes explicit, usually implicit—which excluded many of the variables rele- 
vant to understanding and control. For this, however, the authors of these studies 
are less to be blamed than the theorists who have failed to provide satisfactory 
models.’ 

If the result in each study had been the attainment of an understanding of the 
effect of one variable, the conclusions would have been more valuable. Unfortu- 
nately, the framework chosen, in some cases, fixed parameters and relegated 
variables to the status of givens at levels which changed the behavior of the 
variable under consideration and the nature of its consequences. Technological 
change in a model which treats prices as fixed and money as an inelastic, or 


1 This paper was made possible by grants of the Social Science Research Council, the 
Rockefeller Foundation, and the Graduate School at Northwestern University. 

2 “The effects of technical progress on the economy have received the attention of econo- 
mists of the modern period, but this attention, as the literature attests, has seldom been 
systematic. With a few exceptions, economists have regarded technical change as something 
external to the economic order, something to be excluded from the systematic models, and 
to be explained as a modifying and destabilizing force, in the addenda and postscripts with 
which careful economists adorn and buttress their theoretic architecture’. B. S. Keirstead, 
The Theory of Economic Change, p. 132. 

3 “Only when the formation of new means of production and development can be in- 
cluded in economic theory have we provided a bridge between economic process and eco- 
nomic reasoning.’’ A. G. B. Fisher, The Clash of Progress and Security, p. 3, n. 1. 
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perversely elastic, quantity results in unemployment. By treating prices and 
elasticity of money supply as variables, increasing employment may be found to 
be a consequence of technological change instead of being ruled out by assump- 
tion. The National Research Project’s apparent conclusion from economic data 
that increasing productivity causes decreasing employment, for example, is 
changed by dropping one assumption in the treatment of the statistics to the 
conclusion that increasing employment results from increasing productivity. 

To show some of the methodological virtues and vices of workers in this area, 
we shall examine studies of an historical-descriptive type, studies which relate 
technological change as a cause to employment as a consequence, studies which 
look to the sociological and political consequences of change, and those which 
examine the determinants of change. From these, we can draw some hints as to 
the construction of a broad model which avoids the usual pitfalls. Such a model 
should prove useful as a guide to the selection of data in the preparation of 
monographs which must distil the essence of tons of records. In addition, it may 
give the theorist hints for the development of a secular, dynamic (evolutional) 
theory. At present, the historian who looks to the theorist for help finds only an 
apparatus that can be dignified as little more than comparative statics and proc- 
ess analysis in a static frame.‘ 


HISTORICAL-DESCRIPTIVE STUDIES 


One group of studies in the field of technological change may be characterized 
as primarily historical and descriptive in character, although secondary aims are 
often present. One of the best of the general works is A. P. Usher’s A History of 
Mechanical Inventions. 

Usher does more than detail the history of technology. He draws “formulae to 
express the relation of different acts of invention to each other” from the history 
of several technologies—the steam engine, the flour mill, electric lighting. The 
process of invention in each distinct area of technology is divided into three 
phases. 

The first phase of the development of a technology, according to Usher, is 
“a series of discoveries and inventions which are relatively detached fron: each 
other.” Characteristic of the second stage is the synthesis of these detached 
discoveries and inventions. Devices are developed which embody several bits 
of knowledge and join separate inventions. Laboratory apparatus is converted 
“into an adequate machine for practical use.” The third and last phase of the 
process consists of ‘revisions of design and execution that accumulate in the 
course of a period as the result of the joint experience of the operators and the 


4 “We have . . . been inclined to think of change as in its nature unpredictable, and there- 
fore unsuitable as a subject for scientific generalization, and have accordingly made iittle 
effort to describe in general terms the changes which are likely to occur. It is nevertheless 
desirable that an effort should be made to develop a general theory of change, and especially 
of the changes which are associated with material progress.” A. G. B. Fisher, op. cit., p. 9. 


Also, see R. F. Harrod, ‘‘The Need for a Dynamic Economics,’”’ Towards a Dynamic Eco- 
nomics. 
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machine builders. The process may be extended by further syntheses based upon 
one or more strategic inventions followed by critical work” (pp. 23-24). 

Usher’s generalizations may be a useful scheme for predicting the course of 
technologies which can be show. to be in their infancy, middle stage or maturity, 
assuming that patterns of the past can be shown as valid for the future. (S. C. 
Gilfillan has elaborated on Usher’s theme in his Sociology of Invention and, in 
addition, discusses the rate of application of technical developments. H. Jerome 
also devotes considerable attention to the life history of inventions, especially 
machines, and to the stages of their application—commercial trial, rapid increase 
in use, slackened increase in use, decline—in Mechanization in Industry.) Such pre- 
diction must underlie any social action instituted in anticipation of forthcoming 
developments. 

Usher examines the development of techniques only in terms of the stages of 
knowledge requisite to each step and the technical nature of devices characteristic 
of particular technologies at each step. Developments in physical science and 
industrial practice are his main concern. Factors such as motivation are men- 
tioned only in terms of the general wants of all men. He attempts no analysis 
as to why some men undertook the labor of invention except to say that “‘the 
experience of the inventive individual is richer than usual along the lines of his 
special interest”’ and that ‘certain data of experience should be presented to the 
mind of the inventor in such a fashion as to suggest their connection with the 
problem” (p. 17). The effect of social environment and organization is not exam- 
ined, receiving only passing mention in such questions as “How keenly or how 
generally were people dissatisfied with saddle stones and mortars?” Usher is more 
concerned with the environment of techniques, devices, and knowledge than with 
the influence of a passion for improvement or a desire to rise in the scale of life. 
Monopoly versus competition is not examined; patents and prizes are mentioned 
only as occurrences with little data gathered to demonstrate their relative effici- 
ency or social merit. This is not to criticize Usher, but only to indicate that his 
relationships show the influence of only one variable (knowledge or stage of 
development) on technological progress. 

W. R. Maclaurin has used a procedure akin to Usher’s in examining Invention 
and Innovation in the Radio Industry. He goes somewhat further in examining 
the motivations and personalities of the workers associated with each of the 
stages of the process of technological change and, also, the influence of research 
organization, business organization, and government regulation. Maclaurin breaks 
science and technology into “five distinct stages: (1) fundamental research, (2) 
applied research, (3) engineering development, (4) production engineering, and 
(5) service engineering” (p. xvii) in contrast with Usher’s three stage scheme. 

Arthur Bright has applied Usher’s stages to The Electric Lamp Industry. He 
shows the gradual accretion of technical knowledge leading from the birth of a 
new idea to commercial fruition. Bright found that ‘‘as the lamp industry ma- 
tured, inventions became less and less the result of flashes of genius and more 
and more the result of painstaking labor toward a recognized goal” (p. 449). 
Unlike Usher, he carefully examines the determinants of the rate of technological 
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advance. He deais wiih reasons for the lag between scientific discovery and com- 
mercial application, examining such items as the sources of scientific advance- 
ment, the crganization of industry, patents, cartelization, tariffs, and anti-trust 
legislation. 

W. ©. Scoville’s specialized study on the Revolution in Glassmaking also con- 
siders more than the necessary sequence of technical steps in the growth of 
glassmaking technology. It examines the influence of labor attitudes, the cost of 
labor, the organization of the capital market, tariffs, the rate of growth of the 
industry, and entrepreneurial organization and attitudes. Scoville points out 
that ‘Entrepreneurs always faced a united iront on the part of their employees 
when attempts were made to... introduce new techniques. . . or reorganize in 
any way the work about the furnace” (p. 38). Indeed, the revolution in glass 
had to wait for techniques which had no need for labor previously connected 
with the industry. “ . . . the bottle machine did not require the services of skilled 
glassmen .... When the machine was first installed in the Newark plant of the 
Ohio Bottle Company, the workers there grew sullen and caused appreciable 
damage through sabotage. The Owens Bottle Company, therefore, had considered 
it safer (and cheaper) to start with unskilled workmen” (p. 216). 

To Scoville, the most important single factor in technological advance is entre- 
preneurial attitudes. He emphasizes that Libbey’s willingness to assume consid- 
erable risks in backing Owen’s experiments was fully as essential to the mecha- 
nization of glassmaking as Owen’s perseverance and inventive genius. Libbey’s 
role becomes even more significant to Scoville in view of the fact that he had to 
break off relations with one set of associates and find a new, and less conservative, 
set in order to sponsor Owen’s work. 

The entrepreneurial mediocrity and conservativeness which was the rule in 
the 19th century glass industry was, Scoville observes, largely due to the habitual 
secrecy with which the business was conducted. Techniques were handed down 
from father to son and thus gained a ritualistic aspect which impeded change, 
while the competitive quest for improvement was diverted from techniques to 
the design of patterns for the final product. New enterprises were usually started 
by a successful craftsman, and it was not until the latter part of the century, 
when skilled technicians became more plentiful and a thorough knowledge of 
techniques on the part of the prospective entrepreneur less essential, that new 
entrepreneurial talent, bringing a fresh outlook, began to infiltrate the old ranks. 

From Scoville’s account, we get hints of the reasons for entrepreneurial medioc- 
rity, as well as a description of it. Similar hints on sources of entrepreneurial 
mediocrity such as investment banker influence and control passing by family 
inheritance are found in Harold Williamson’s The Story of Winchester (forth- 
coming). Also, Kent Healy remarks on public regulation of railroads as a cause 
of entrepreneurial failure in that industry. These hints concerning the glass, 
gun, and railroad industries might well be coupled with a study of circumstances 
in other industries associated with indifferent entrepreneurship. From such a 
study we might be able to draw conclusions which would enable us to predict 


5 Harold Williamson (ed.), An Economic History of the United States, Chap. 35. 


—— 


442 YALE BROZEN 


technological developments in particular industries, if entrepreneurial vitality 
is a significant variable. 

As a history, written in terms of present standards, Scoville’s work leaves little 
to be desired. A few omissions are to be noted, however. Whether capacity for 
producing new equipment (acceleration relationships), acceptance, competition of 
alternative uses for capital, or pricing of equipment, was a determining factor in 
the rate of application of new techniques is not clear from his account. He states 
only that ‘‘the Owens Bottle Company had found only three licensees and had 
been able to supply them with only twenty-two machines by October 1, 1907.” 
Even less data of this sort is supplied on other equipment. Similarly, the relation- 
ship of the changing size of the market to the technology of the industry is 
slighted. Also, the data on the growth of product output per man is not complete 
enough to give any hint as to how much of this growth is attributable to an 
increase in capital per head, if any, and how much can be attributed to improve- 
ments in technology. 

The main difficulty with this history, as with any history, is that coincidence, 
correlation, or sequence do not prove causation. Insofar as history seeks for 
sequences that are causally connected, theories are implied. Our theories are not 
yet complete enough, however, to furnish an adequate set of suggestions for the 
painstaking sort of work which Scoville has done. For that reason, Revolution in 
Glassmaking, while an outstanding study, leaves questions unanswered that it 
could have answered if the initial framework required in advance of the historical 
research had been available or if a theorist had been teamed with Scoville to 
develop the necessary concepts simultaneously in the course of the historical 
research. 


TECHNOLOGICAL CHANGE AND EMPLOYMENT 


The impact of innovations on employment has received more attention than 
almost any other single consequence of change. Despite the energy lavished on 
this topic, the condition of our knowledge in this area is highly unsatisfactory. 
In the main, this unsatisfactory state is the consequence of the limited set of 
factors treated in most studies and the difficulty of separating and measuring 
technological change apart from other variables. The unemployment ascribed, 
in some studies, to technological development is the result of many factors, not 
of this one alone. 

E. F. Baker’s Displacement of Men by Machines illustrates the limited value 
of single industry studies. The number of workers displaced in commercial print- 
ing—the subject of the work—cannot be regarded as the measure of unemploy- 
ment created by the new printing techniques. Such displacement was offset by 
workers employed in producing the new equipment, those employed in industries 
expanded by new demands resulting from income released from the necessity of 
paying high prices for the product,* and by workers employed (or unemployed) 
as a result of secondary repercussions in the money mechanism, rate of invest- 
ment, division of income, and propensities to save. 


® See P. Douglas, ‘“‘Technological Unemployment, “‘American Federationist, Aug. 1930. 
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H. Jerome’s Mechanization in Industry has the virtue of avoiding the single 
industry pitfall. Jerome discusses the effect of mechanization not only on opera- 
ting labor (that required directly in a process), but also on auziliary labor (neces- 
sary plant labor not directly required in the operation of a machine), embodied 
labor (labor used to produce the machine or the power, oil, or other commodity 
used in its operation), and indirectly required labor (required for transportation, 
advertising, merchandising). The study suffers from devoting its attention pri- 
marily to direct labor-displacement or absorption. Although allowing for the 
influence of elasticity of demand for the product and labor-absorption in equip- 
ment industries and for auxiliary and indirect purposes, it pays no attention to 
the secondary repercussions mentioned above. It does demonstrate, even in this 
area which is not its main focus, the necessity of examining more than a single 
industry in evaluating the employment effects of innovations. 

A series of studies on Reemployment Opportunities and Recent Changes in Indus- 
trial Techniques was published in the 1930’s by the Work Progress Administration 
National Research Project.’ This work seems to be interpreted differently by 
its users than by its authors. The names of their statistical measures must bear 
some of the blame for this. “Unrealized employment’ figures, for example, are 
pure numbers measuring nothing unless it is the number of unemployed in an 
economic system existing only in the minds of the authors. Yet the director of 
the project, D. Weintraub, despite his own specific warning that there is “no 
satisfactory method of measuring the effect of technological changes on employ- 
ment,” stated that ‘additional jobs ...would have become available but for 
the . . . increase in productivity.” He arrived at figures which he designated as 
the number “unemployed because of increases in productivity” by asking the 
question, ‘“How much of any year’s unemployment can be ascribed to the differ- 
ence between the total number of jobs available that year and the number which 
would have been required for the production of that year’s total output had the 
overall productivity remained at some previous year’s level?’’® 

Weintraub and his staff recognized that growth in productivity is a result of 
factors other than technological change,’° but their interpreters do not heed their 
warnings. They interpret the unemployment “because of increases in producti- 
vity” as unemployment because of technological change." Worse, however, is the 
ascription of unemployment to the growth in productivity. The NRP staff seems 
to believe that growth in (or maintenance of) production would have taken place 
with no growth in productivity, judging from the statements cited above. There 

7 Unemployment and Increasing Productivity; Production, Employment, and Productivity 
in 69 Manufacturing Industries, 1919-30; etc. 


8D. Weintraub and H. Z. Posner, ‘‘Unemployment and Increasing Productivity,” 
Technological Trends and National Policy. 

9 Ibid., pp. 81-82. 

10 See George J. Stigler, Trends in Output and Employment, for a discussion of the other 
factors. Stigler attempts a measurement of growth in efficiency (pp. 51-52) which can be 
called the result of technological change (properly defined). Stigler says his rough estimates 
have little more than ‘‘illustrative value.” 

11 §. M. Rosen and L. Rosen, Technology and Society. 
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is little recognition that production might have been lower, and that unemploy- 
ment might have been larger, but for the rise in productivity. It was asswmed 
that growth in productivity reduced employment. No test was made to find if 
the assumption was borne out by the data nor was any test made to determine 
whether other factors might have caused the unemployment. The data gathered 
and models used were far too simple to indicate the connections implied between 
productivity and employment. 

S. Fabricant’s Employment in Manufacturing, 1899-1939 indicates that the 
procedures and assumptions the National Research Project used in arriving at 
these conclusions are unjustified. Instead of examining industries one at a time, 
and assuming that increases in production without proportionate increases in 
manpower meant increasing productivity which reduced the number of jobs, 
Fabricant examined and compared several industries. He found that ‘trends 
in unit labor requirements have been negatively correlated with trends in man- 
hour employment in different industries” (that is, decreases in hours of labor 
per unit of product have been correlated with a rise in employment while increases 
in hours of labor per unit of product have been correlated with a decline in em- 
ployment). The National Research Froject ruled out the possibility of any such 
finding by assuming the opposite. 

The possibility of growing employment resulting from innovations must be 
included in any model for examining the problem of the impact of technology on 
employment. Instead of implicitly assuming zero demand elasticities (or rigid 
prices) and zero income elasticities, the model must be broad enough to include 
market organization, as it affects price elasticity, as a variable. As Fabricant 
points out, employment in industries whose products are characterized by elastic 
demands is likely to increase as unit labor requirements fall (p. 111). 

Emil Lederer has placed heavy emphasis on market organization as a variable 
with a profound influence on the employment outcome of innovations. In his 
Technical Progress and Unemployment, he shows that the outcome in a particular 
case will depend not only on the demand for the product, but also on the respon- 
siveness of price to cost reductions and the use made by consumers and enter- 
prises of their increased purchasing power. 

Authors as diverse in their views as Alvin Hansen and ,Joseph Schumpeter 
stress the influence of innovations on investment and money flows and, through 
this channel, employment. Hansen feels capital-using invention to be perpetually 
necessary in order to create an outlet for savings because of the limited ability 
of “present” uses for capital to absorb the current volume.'? Schumpeter argues 
that, given unemployment, innovations raise the level of employment, assuming 
the kind of monetary mechanism we have.” 


12 “We are ... rapidly entering a world in which we must fall back upon a more rapid 
advance of technology than in the past if we are to find private investment opportunities 
adequate to maintain full employment... . There can be no greater error in the analysis 
of the economic trends of our times than that which finds in the advance of technology, 
broadly conceived, a major cause of unemployment.”’ Fiscal Policy and Business Cycles, 
p. 361. 

13 Business Cycles. 


t 
at 


STUDIES OF TECHNOLOGICAL CHANGE 445 


SOCIOLOGICAL AND POLITICAL CONSEQUENCES OF INNOVATION 


W. F. Ogburn has dealt extensively with the sociological and political conse- 
quences of invention. In his ‘The Social Effects of Invention’ he discusses items 
such as the effect of contraceptives on the status of women and of the family. 
In the volume on Technology and International Relations, he and others discuss 
the effect of the inventions on the size of political units and their power rela- 
tionships. 

Ogburn’s work has the virtue of indicating that the consequences of an in- 
vention may differ according to the culture context into which it is dropped. 
Contraceptives in China, for example, have different effects than they have in 
Western culture. To ascribe the difference in effect to ancestor worship in China 
over-simplifies the case, however. As M. J. Levy points out in The Family 
Revolution in Modern China, Chinese family organization may be appropriate to 
the former economic setting, but, it will change and is changing in adapting to 
the new setting resulting from changing technology. The desire for many descend- 
ents and religious drives may, themselves, be the result of a difference in setting 
and symptomatic of it. As causes, they are in the nature of second order effects. 

As 8. Giedion indicates in his Mechanization Takes Command, inventions and 
innovations reflect attitudes and ways of life as well as having an impact upon 
them. There is an order in which they may come (or will be accepted). Contra- 
ception is, perhaps, an innovation which reflects the way of life springing from 
a technological matrix, the initiation of which must precede and condition 
patterns of living and attitudes before it will be accepted. The difference, then, 
between the acceptance of contraception in Western and Eastern Civilization 
may reflect a difference in its order of appearance relative to other innovations 
rather than a cultural difference which is anything more than a difference in © 
stage of movement toward an industrial civilization. 

Giedion’s primary theme in his history of mechanization is an examination of 
how taste influenced invention and how invention influenced taste. The impact 
of technology on patterns of life and on behavior are his concern. When the 
informal sitting arrangements with numerous body contacts typical of the 
Middle Ages gave way to chairs ‘“‘that leave an unavoidable gap between persons, 
holding each sitter apart from his neighbor,” it produced an effect not only on 
posture but also on taste. ‘Unlike people in the Middle Ages, we feel it distasteful 
to touch or be touched by our neighbor, and back apologetically away” (p. 266). 

Invention influenced taste, as in the case of body contact, and was influenced 
by it. The Greeks possessed much mechanical genius, but they were more in- 
terested in producing “miracles” than in improving production. Inventions for 
utilitarian and productive purposes did not become common until the eighteenth 
century. 

Although Giedion argues that outlook on life rather than cheapness of slave 
labor was the important determinant of the tastes of the ancients who preferred 
mechanical marvels to cost-saving inventions, he overlooks the fact that power 


14 Annals of the American Academy of Political and Social Science, Jan. 1947. 
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relations and the political order could be used to gain wealth. The coming of a 
political order in which poor men of low status could retain the wealth they 
produced and achieve high status may have done more to produce utilitarian 
inventions than a shift in taste.'* The lack of such an order may account for the 
lack of acceptance of Jacques de Vaucanson’s textile inventions in France, 
despite their superiority, while Richard Arkwright successfully introduced the 
factory system and much cruder machines into British textile industry. Giedion 
passes over the fact that Vaucanson devoted his time to automatons and did not 
turn to “utilitarian” inventions until appointed “Inspector of the Silk Manu- 
factures.” His only comment on the lack of use of Vaucanson’s inventions, except 
in the two factories he built, is 


Yet these efforts came to nothing. Eighteenth century France was a testing ground in 
almost every domain. Ideas arose that could become reality only in the nineteenth century, 
for they were unable to sink roots in Catholic France under the Ancient Regime. Mech- 
anization was among these.'* 


STUDIES OF THE DETERMINANTS OF CHANGE 


Giedion’s, Scoville’s, Maclaurin’s, and Usher’s studies of technological ad- 
vance not only describe developments and some of the consequences; they also 
give hints of the determinants of change. Studies of these determinants are a 
necessary basis for a secular-dynamic theory and for forecasting. 

Giedion shows us how taste influenced innovation. Scoville deals with many of 
the factors that influenced the development of glass technology, although his 
treatment is very sketchy except when dealing with the influence of entrepre- 
neurship. Maclaurin indicates the importance of research organization. Usher’s 
study shows that inventions are determined, in part, by preceding technical 
developments. None of these pay much heed to the influence of changing market 
size on technical development, although this factor has been felt by Adam Smith 
and economists since his time to be one of the most important determinants. 
The role of political organization, class structure, and incentives is also neglected 
in these works. 8S. Lilley gives these factors a dominant place in determining the 
rate of change in his study of Men, Machines and History. 

Like Usher, L. Mumford uses a developmental pattern.” His stages, unlike 
Usher’s are not related to particular techniques. They are simultaneous stages 
in the development of separate industries determined by the material and 
energy pattern. His eotechnic, paleotechnic, and neotechnic stages are those of 
the wood-and-water complex, the iron-and-coal complex, and the alloy-and- 
electricity complex. These stages each had their own unique set of cultura] 


18 Cf. J. Burckhardt, The Civilization of the Renaissance in Italy, pp. 356-357. S. Lilley 
points out that ‘‘The labouring classes . . . had no incentive to make improvements, since 
any resulting increase in production would be taken from them and used merely to increase 
the well-being of their masters.’’ Men, Machines and History, p. 18. Also,‘‘. . . while [an] 
apparently inexhaustible supply of [slave labour] remained, inventors saw little reason to 
apply themselves to the task of harnessing natural power.’’ p. 31. 

16 Tbid., p. 36. 

1 Technics and Civilization. 


STUDIES OF TECHNOLOGICAL CHANGE 447 


consequences which affected future techniques. Primarily, the nature of invention 
and even of consequences was determined by the nature of the materials and of 
the kind of energy peculiar to each stage. 

C. E. Ayres, in The Theory of Economic Progress, draws from history the thesis 
that techniques of production generate continuous change or progress in their 
development. “Continuity” dictates continuous technological change. Technol- 
ogy is “inherently developmental” (p. 111). Periods in which there is no tech- 
nological progress are the consequence of the fact “that other forces are at work, 
not that technological progress is an illusion” (p. 121). If only Ayres had told us 
what these “other forces” are, we might have had a theory for determining the 
rate of change. 

Mumford argues that development of modern industrial techniques required 
more than a simple evolution from older technology. Cultural developments had 
to occur which generated standardized consumption," desire for higher stand- 
ards,!* and a work and time discipline.”° He maintains that “all the critical instru- 
ments of modern technology—the clock, the printing press, the water-mill, the 
magnetic compass, the loom, the lathe, gunpowder, paper, to say nothing of 
mathematics and chemistry and mechanics—existed in other cultures,” yet 
their pattern evolved differently than our own. 

S. C. Gilfillan (The Sociology of Invention) feels that invention occurs by in- 
evitable evolution rather than by a series of creations, agreeing, to this extent, 
with Usher, Ayres, and others." He delineates thirty-three principles relating 
to the determinants of the rate of invention.” Although this is the most com- 


18 ““From the seventeenth century on the army became the pattern not only of production 
but of ideal consumption.” Op. cit., p. 93. 

19 “The pull as Sombart amply demonstrated in his little study of Luxus and Kapitalis- 
mus came mainly from the court and the courtesan: they directed the energies of society 
toward an ever-moving horizon of consumption. With the weakening of caste lines and the 
development of bourgeois individualism the ritual of conspicuous expenditure spread 
rapidly throughout the rest of society.”’ Ibid., p. 102. 

20 “‘The spiritual routine of the monastery, if it did not positively favor the machine, 
at least nullified many of the influences that worked against it.’’ Ibid., p. 35. 

“The general indoctrination of soldierly habits of thought in the seventeenth century 
was, it seems probable, a great psychological aid to the spread of machine industrialism. 
On terms of the barracks, the routine of the factory seemed tolerable and natural.” Ibid. 
p. 83. 

21 This view is well expressed by F. H. Robinson et al., Men, Groups and the Community, 
p. 549. 

“The inventor of any single invention is really the last in a long line of contributors, 
each one of whom has had a part in fashioning the final achievement. The accident of being 
born at a particular time accounts for the opportunity, and the culture of the group provides 
the elements. Given the need and the necessary culture elements but another generation, 
and someone other than Watt would have given us the steam engine, someone other than 
Edison would have produced the electric light.” 

22 Perhaps Gilfillan’s devotion to the inevitability principle as a determinant of the rate 
of invention leads him to overlook a principle of invention mentioned by Robinson, op. 
cit. p. 550. 

“Other things being equal, inventions will occur more frequently in a large than in a 
small group, in a group among whose members communication is easy and commonplace.” 

Gilfillan may, however, feel this to be implicit in some of his determinants. 
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plete set of principles found in any one place, they are not carried to the point of 
operational definition nor are functional relationships made explicit. He is con- 
tent with such statements as “Inventions having each their own trend, and their 
understandable causation, they can be and have been successfully predicted 
centuries ahead” (p. 18). It is difficult to reconcile this with the effect of tastes 
on inventions, as discussed by Giedion, unless we assume we can predict tastes. 
Gilfillan evidently assumes we can on the basis that the effects of invention can 
be predicted, including the effect on tastes, which in turn determines the further 
course of invention. 

Gilfillan’s procedure for predicting is so largely based on personal judgment 
and intuition that it can hardly be called scientific. One of his principles— 
“The rate of increase in the rise of an invention probably tends to decline con- 
tinuously from the start of practical success.” (p. 7)—is contradicted by Jer- 
ome’s” empirical evidence that there is a growing rate of increase in use for a 
period after the commercial trial of a new machine. 

Jerome’s discussion of factors determining the rapidity of mechanization* 
analyzes the problem into measurable variables. The rate of supply of capital, 
extent of the market, age of industry or plant, overhead expense, regularity of 
production, cost of labor, and rapidity of expansion all can be functionally re- 
lated to the rate of innovation. 

To this might be added Keirstead’s statement that ‘the state of entrepre- 
neurial expectations and the institutional framework of the economy (whether 
making for a rapid adjustment of prices to costs, as under perfect competition, 
or for a slow adjustment allowing for the prolonged retention of windfall differ- 
entials between prices and reduced costs) must be considered as determinants of 
the rate of innovation.’> We should add his statement that ‘‘Variations in the 
rate of introduction of particular innovations, on the other hand, we believe to 
be effects; not causes of cyclical fluctuations—otherwise generated—in the rate 
of investment.”¢ 

A. H. Hansen seems to feel that the rate of technological change (innovation) 
is directly determined by the rate of invention. The supply of capital tends to 
outrun available outlets and readily seizes on inventions as they appear as an 
outlet for investment. J. A. Schumpeter, on the other hand, argues that inven- 
tions are not directly connected with the rate of innovation. ‘Innovation is 
possible without anything we should identify as invention and invention does 
not necessarily induce innovation.” 

Schumpeter recognizes that invention and innovation may be adaptive in 
character and, therefore, be determined by certain relevant variables. He argues, 
however, that these variables do not uniquely determine what kind of innovation 
will be produced or when it will be produced.” 


23 Op. cit., pp. 305-323. 
24 Tbid., pp. 326-364. 

25 Op. cit., p. 133. 

26 Tbid., p. 138. 

27 Op. cit., p. 84. 

28 Tbid., p. 85, n. 1. 


STUDIES OF TECHNOLOGICAL CHANGE 449 


The number and boldness of innovators, the number of imitators, the rate of 
credit creation, and the rate of capital formation are, to Schumpeter, the most 
important determinants of technological change. Without an innovator and a 
supply of credit or savings, new plant or equipment using a “New Combination” 
woul not be built and innovation would not occur. Without imitators, the 
innovation would not have widespread use; without credit or savings, imitators 
would not be able to build the necessary new plants. 

Schumpeter’s model is the most complete we have for studying the determinants 
of the rate of technological change. It is, however, directed primarily toward the 
study of oscillatory movements in the level of economic activity. Technological 
change is considered only in its relation to the level of economic activity. The 
model deals with change in aggregate terms and is less useful, therefore, in analyz- 
ing change in individual industries except insofar as such change is determined 
by aggregate movements. 

In Schumpeter’s model, we can predict technological change (in a general 
sense) if we are able to predict the appearance of innovators, the state of the 
banking system, and the supply of savings. We need, then, a psychology and 
sociology that can tell us what produces innovators and when they are produced. 
Perhaps, if a proper political environment is required to bring forth the innovator, 
we will also need a political science that can tell us when the political environment 
will be favorable. 


CONCLUSIONS 


The works of a few of the many authors who have dealt with technological 
change were examined here. The purpose was to show the many different vari- 
ables which have been considered as having an influence on the direction, rate, 
and consequences of technological change. The authors considered show that 
consequences of technological change may differ according to the setting and 
order in which it occurs as well as according to the kind of change, although this 
was not the intention of many of these scholars. 

For example, a model useful for determining the employment consequences 
of technological change, drawn from the works examined above, would show that 
different results would flow from (1) different kinds of innovations. Even for a 
given type of change, employment may increase or decrease depending upon (2) 
price elasticity of demand for the product, (3) the income elasticity of demand for 
the product, (4) the responsiveness of price to cost (market organization), (5) 
the proportion of labor cost in the total cost of the product, (6) the elasticity of 
substitution between labor and other factors, (7) movements in the propensity 
to save, (8) monetary circumstances, (9) the elasticity of wage rates and other 
cost prices, and (10) the elasticity of expectations. 

Taking only a few of these factors, a technical change reducing the amount of 
labor required per unit of product is less likely to produce a decline in employ- 
ment (1) the greater the demand and income elasticities, (2) the smaller the 
ratio of capital to labor in the old process used to produce the good, (3) the 
larger the amount of capital required by the industries under the new process 
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(4) the greater the elasticity of substitution of labor for capital in the rest of the 
economy, (5) the greater the shift of income in favor of those with a low pro- 
pensity to save provided the flow of funds to the investment goods industry does 
not decline because of the shift with consequent difficult movements of labor out 
of the industry, or, alternatively, the more responsive buyers of investment 
goods are to the cost of capital and the more elastic the price of capital (interest, 
plus cost of selling securitics, etc.), (6) the more competitive the market for the 
product, and (7) the more elastic wage rates. 

Space precludes any discussion of relationships among the variables composing 
the model for analysis of employment consequences. For other purposes, such 
as determining the rate of technological change and means of controlling it, 
other models must be used.?® No one model will readily-serve all purposes unless 
it is complicated to the point of incomprehensibility, at least at the present 
state of knowledge. 

From even this cursory examination, it is apparent that causes cannot be 
used one at a time in predicting change, or the consequences of change, since 
they are interrelated and produce different effects depending upon the nature 
of the simultaneous variation in other variables. Any model erected for pre- 
dicting change or its consequences must take this into account. It also should 
be apparent that any such model must include more than economic variables. 
Such intangibles as taste have an influence or are affected along with more meas- 
able items such as the size of political units. The historian who intends to provide 
a chronicle which shows the significant influences that determined any given 
sequence of technological change, as well as a description of the sequence, must 
look to the wide array of factors that have been treated by one or another of the 
authors examined here and to others beyond these. 


29 A paper discussing such a model will appear under the title ‘“‘Invention, Innovation, 
and Diffusion’ in Papers and Proceedings, Sixty-third Annual Meeting of the American 
Economic Association, May 1951. 
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NEGRO BUSINESS IN ATLANTA 


ROBERT J. ALEXANDER 
Rutgers University 
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In recent years increasing notice has been taken of the role of the American 
Negroes in our economy. Leading advertisers, such as Colgate-Palmolive-Peet, 
General Baking Co., Philip Morris, and numerous others, have awakened to 
the necessity of nationwide magazine advertising for the patronage of the Negro 
customers; an increasing number of companies are hiring Negro salesmen; one 
company even had an advertisement telling of its product’s being sponsored by 
Jackie Robinson put in all the New York subway cars. White business is finally 
becoming aware of the potentialities of the $8 to $10 billion buying power of the 
American Negroes.! 

What share is the Negro businessman himself getting of this sizable segment of 
the American market? Only a very small part, it is certain. Dr. Joseph A. Pierce, 
who has done more research on this subject than anyone else, notes that ‘Negro 
business enterprises with few exceptions fall within the ... definition of small 
business.”? Aside from some insurance companies and perhaps a few of the 
Negro-run banks, there are practically no companies which rate as even “me- 
dium-sized.’’ Dr. Pierce found that restaurants, beauty parlors, barber shops, 
grocery stores, cleaners and pressers, shoe repair shops, undertaking establish- 
ments, confectionaries, taverns and filling stations accounted for 71 per cent of 
all Negro businesses in twelve Southern cities studied in 1944—45.* 

Dr. Pierce also found that the median annual value of Negro businesses in 
1944 for 3,866 enterprises he studied was only $3,261.01, while a little over one- 
third had a volume of less than $2,500 and only 4.8 per cent did business of over 
$25,000 a year.’ 

Negro business is definitely not big business. However, in most cities and towns 
of both South and North, wherever Negroes are concentrated, there are active 
colored business communities. One of the most interesting and important of these 
groups is that of Atlanta, Georgia. 

Atlanta is the largest Negro market in the Southeast. There were in 1940 
about 150,000 Negroes in the area and the number has no doubt increased con- 
siderably since that time. The city had the largest Negro professional class in the 
South. The number of proprietors, managers and officials, clerical and sajes 
people was exceeded only by New Orleans among southern cities. On the other 
hand, a very large number of the workers were engaged in domestic service.® 


1 “How Big Is Your Negro Market?’’, Modern Industry, April 15, 1948. 


2 Joseph A. Pierce, Negro Business and Business Education, p. 6. 
3 Ttad., p. 24. 


4 Ibid., p. 70. 


5 Business Enterprise Owned and Operated by Negroes in Atlanta, Georgia, 1944, Atlanta 
University, Atlanta, Ga., p. 6. 
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The city is the home of one of the country’s largest Negro insurance companies, 
the third largest Negro-cwned bank and the only bank in this class to be a 
member of the Federal Reserve System. The first Negro-owned radio station in 
the country has recently gone into operation. In all ways the Atlanta Negro 
business community is one of the leading groups of its kind in the country. 


Ir 


Negro business enterprise in Atlanta probably dates from before the Civil 
War. Pierce notes that ‘““Negro barbers, mechanics, artisans and restaurant oper- 
ators could be found in most southern cities. Negroes were also engaged in the 
manufacture of boots, shoes and clothing on a small scale.’’® 

It is certain that in the post-bellum decades Negro Atlantans entered business 
with considerable success. A rather remarkable volume by E. R. Carter entitled 
The Black Side—A Partial History of the Business, Religious and Educational 
Side of the Negro in Atlanta, published in 1894, chronicled these early successes 
of the city’s Negro businessmen. 

Perhaps typical of this group of early Negro entrepreneurs was James Tate 
who is described by Carter as “one of the most successful wholesale and retail 
merchants of the Black Side or the average businessman of the White Side.” 
Mr. Tate started in the grocery business soon after the Civil War with a total 
stock of $6.00. By 1894 his stock of goods was worth $6,000 and was located in 
“a, neat, two-story brick building on Decatur Street.’ This same Mr. Tate was 
one of the first Negro teachers in the city.’ 

Carter, in commenting on the Negro business community of 1894, notes the 
“fancy grocery of F. H. Crumbly, where he does business on an extensive scale;” 
and the “business houses” of Pace and C. C. Cater; the “storehouse and residence”’ 
of T. M. Gooseby & Son; the bookstore of Hagler & Co.; the pharmacy of Drs. 
Slater, Butler & Co.; the groceries of Watts, Graham, Emmery and Epps & 
Jones. Rock quarrying was one of the most profitable businesses then engaged in 
by Atlanta Negroes, and Carter notes that the firm of J. McKinley employed 
as many as 150 white and Negro laborers in this work.® 

It is interesting that as early as this there were two financial institutions in 
the city being run by members of the colored community—the Georgia Real 
Estate Loan and Trust Co., headed by H. A. Rucker, and the Atlanta Loan and 
Trust Co., headed by W. C. Redding. 

The first of these was organized in 1890 and by 1894 was said to “control 
more than twenty-five thousand dollars worth of Atlanta’s valuable soil.” The 
secretary of this institution, Floyd D. Crumbly, was elected in 1892 as a member 
of the board of directors of the Penny Savings Bank of Chattanooga and was a 
member of Lt. Col. Thomas Grant’s staff on appointment of the Governor of 
Georgia.® 


6 Pierce, op. cit., p. 7. 

7E. R. Carter, The Black Side—A Partial History of the Business, Religious and Educa- 
tional Side of the Negro in Atlanta, Atlanta, Ga., 1894, p. 20. 

8 Ibid., p. 23. 
9 Ibid., p. 63. 
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Mutual benefit organizations were much more important then than now. 
Among the leading groups in this category were the St. James Lodge No. 1455 
_ of the Odd Fellows, which had been established in 1871; and the Colored Men’s 
Protective Association, headed by the Rev. N. J. Jones, which “has a large 
amount of capital deposited in one of the prominent banks of the city, and pays 
out to its sick annually from eight to nine hundred dollars. Since its organization 
it has paid out to its members more than five thousand four hundred dollars, 
besides other expenses.”’!° 

W. H. Hagler, editor of The People’s Advocate was said to run “the best Negro 
paper in Georgia,” which ‘compares . . . favorably with any Negro publication 
in this country.”’ Hagler had worked as a printer and in addition to the paper 
owned the only Negro employment agency in Atlanta and the largest colored 
bookstore in the South. There had been a predecessor to The People’s Advocate 
called The Atlanta Times, which had failed some years before.” 

Finally, in a discussion of the early business activities of Atlanta Negroes, 
mention should be made of the colored educational institutions which already had 
appeared and which were to play an important part in the economic and social 
life of the Negro community of Atlanta. Morris Brown College was the only one 
of these institutions which was run by as well as for the Negroes. It was estab- 
lished in 1881 by the African Methodist Episcopal Church and in 1894 was hoping 
for an endowment of $25,000 to $30,000." Near to it was the Atlanta Baptist 
Seminary which had been founded in Augusta, Georgia in 1867 as the Augusta 
Institute, and had moved to Atlanta, Georgia in 1867 as the Augusta Institute, 
and had moved to Atlanta in 1879, changing its name at the same time." It was 
to develop into the present Morehouse College, the undergraduate men’s insti- 
tution in the Atlanta University System. 

A few years after the Carter book was published, two students at Atlanta 
University, working under the direction of Dr. W. E. B. Du Bois, then a young 
member of the staff of the university, made a survey of Negro business in Atlanta. 
This 1899 study showed that there were then 61 businesses in the city, of which 
grocery stores were the largest single group—22. The rest of the Negro businesses 
consisted of the following: 


In addition there was one each of the following: tailor, drug store, creamery, 
pool and billiard parlor, loan and investment company, carriage and wagon 


10 Ibid., p. 42. 
11 Tbid., pp. 120-122. 
12 Tbid., p. 49. 
18 Jbid., p. 12. 
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builder, real estate dealer. The wealthiest Negro businessman in Atlanta at that 
time was an undertaker whose establishment represented an investment of 
$7,000. 

Of the 25 firms more closely surveyed by these two students, none depended 
totally on white trade, nine had considerable white business and two had some 
white trade, while all of the others depended exclusively on Negro patronage. 
Of the 25 proprietors, one had college training, nine had common school educa- 
tions, twelve could just read and write and three had no education at all." 

Although it is clear that Negro business in Atlanta got its first start after the 
Civil War, few if any modern Negro business enterprises in Atlanta have their 
origins in the that period. One exception is the monthly periodical the Georgia 
Baptist, which was founded in the Reconstruction period. It was established by 
William Jefferson White, son of a white planter and an Indian girl with “‘pos- 
sibly a strain of Negro blood,” who was one of the leaders of the Negroes in the 
post-Civil War Augusta, Georgia. He associated himself with the Negro 
group even before the war as a result of falling in love with a slave-girl whose 
freedom he bought and whom he married. He it was who is credited with starting 
the public school system of Georgia during Reconstruction days. His paper the 
Georgia Baptist is said to have been for many years “probably the most univers- 
sally read Negro paper in the South.’ In recent years its audience has dimin- 
ished, and it is now regarded as merely another denominational journal.* 


The present generation of Atlanta Negro businessmen traces its origins back 
to the 1920’s. Many of the men now prominent in the business community were 
associated in one way or another with the enterprises of Hemon E. Perry, who 
was founder and head of the Standard Life Insurance Co. This was established 
by Perry in 1913 and was reorganized on a firmer basis in 1915. Around this 
insurance company were grouped various other enterprises including the Service 
Engineering and Construction Co., the Service Realty Co., the Service Printing 
Co. These were bound together by a holding company, the Service Company. 
In addition there was a Service Foundation, through which Perry and his 
associates gave away money, and the Service Farm Bureau, which was organized 
for giving advice and help to Georgia Negro farmers.” 

Neither Perry nor any of his close associates had had much experience with 
business and too many of the assets of the company were tied up in overvalued 
real estate. As a result, the company collapsed in 1924. The bitterness aroused 
by the failure is noted by Ridgely Torrence in his biography of John Hope, the 
president of Atlanta University. He quotes Hope’s description of the incident in 
a speech to a National Interracial Conference in 1929:'* 


14 Asa H. Gordon, The Georgia Negro, a History, p. 256. 

18 Ridgely Torrence, The Story of John Hope, p. 55. 

16 Interview with William Fowlkes, managing editor, Atlanta World, in Atlanta, Ga., 
Aug. 2, 1949. 

17 Interview with J. B. Blayton, vice president of Citizens Trust Co., head of J. B. Blay- 
ton and Co., accounting firm, professor at Atlanta University, in Atlanta, Ga., Aug. 3, 1949. 

18 Torrence, op. cit., p. 249. 
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The unfortunate happening to that insurance company was one of the awful shocks 
to Negro society . . . that company failed for lack of a very small amount of money, in a 
city of powerful banking institutions, with a population of over 200,000. For lack of a 
little timely help, that insurance organization was allowed to fall into the hands of money 
lenders who might almost be regarded, from their methods, as buccaneers; and all the 
while there stood by a group of perfectly nice people, the business men, a Chamber of 
Commerce and the like, and there was an interracial commission functioning. But there 
they stood, and watched and waited for months and months. It seemed impossible for 
Negroes to make a step to the white people or the white people to make a step to the 


Negroes that would result in that great organization’s being righted and allowed to 
function. 


Previous to the collapse of the Standard Life, the Classified Negro Business 
Directory of Atlanta noted the existence of three legal life insurance companies 
with a combined capital and surplus of more than $10 million, and with insurance 
in force of $75 million. There were also five industrial health and life insurance 
companies with more than $10 million insurance in force. These institutions 
employed more than 1,000 people. ‘There was said to be one bank, with capital 
and surplus of $500,000 and resources of $1 million, and one hundred merchants, 
restaurants, barber shops and other enterprises. These included the Atlanta 
Independent which the directory claimed was the ‘‘most widely read and circulated 
Negro newspaper in the World.’”® This was in 1924. 

The Atlanta Independent, the official organ of the Georgia Negro Odd Fellows 
was published by Benjamin Jefferson Davis, Sr. (father of Benjamin Davis, Jr., 
the Communist leader). Davis was one of the leading figures in the Negro com- 
munity at that time, the guiding spirit of the Odd Fellows (which was the largest 
fraternal society then in operation in the city), and for many years the Georgia 
National Committeeman of the Republican Party. He made the Atlanta Inde- 
pendent the spokesman for all the city’s Negro community, and in his capacity 
as National Committeeman was the chief patronage dispenser for Georgia during 
most of the 1920’s. Many a white man visited the Negro Oddfellows Hall in 
search of a job on the federal payroll. 

However, with the coming to power of President Hoover, the “‘illy-white” 
Republicans were triumphant, and with the help of the Hoover administration, 
an all-white group ousted Davis as National Committeeman. As a result of 
Davis’ decreasing political power, his paper lost popularity, and finally went out 
of existence.” 

A number of business enterprises which are flourishing today got their start 
in the 1920’s. One of the most notable of these is the Atlanta Daily World, estab- 
lished in 1928 by W. A. Scott, Jr. It started out as a weekly, but soon was con- 
verted into a semiweekly and in 1932 became a daily newspaper. It claims to be 
the only Negro daily newspaper in the country.” 

In addition to the daily paper, the Atlanta World publishes a national edition 


19 Classified Negro Business Directory, July 1924 to 1926, Atlanta Independent Publish- 
ing Co. 

20 Interview with William Fowlkes, op. cit. 

21 Interview with C. A. Scott, editor-publisher of Atlanta Daily World, in Atlanta, Ga., 
July 27, 1949. 
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which comes out once a week, and which has several special editions published 
in other southern cities. There are other papers affiliated with the Ailanta Daily 
World which are owned by individuals in the towns in which they appear, but 
which are printed and made up in Atlanta. The backbone of each of these papers 
is certain pages taken almost intact from the national edition of the Atlanta 
Daily World. The local people fill in with editorials, local news items and anything 
else they want. At one time there were as many as 60 of these Atlanta Daily World 
chain papers scattered throughout the United States. However, they are now 
confined to Columbus and Albany, Georgia; Montgomery, Alabama; Chatta- 
nooga, Tennessee; Little Rock, Arkansas; and Miami and Pensacola, Florida. 

Finally, the Aélanta Daily World has two wholly-owned subsidiaries, the 
Memphis World and the Birmingham World. There is a small staff of two or three 
people in these two cities who run the papers, sending material to Atlanta, where 
the actual printing is done twice a week.” 

The Atlanta Daily World itself has a circulation of some 17,000 in Atlanta, and 
about 13,000 in the rural parts of the state. The papers in the chain have a total 
circulation of some 75,000 copies. The paper is owned and run by eleven members 
of the Scott family and since the death of the founder, W. A. Scott, Jr., the 
management of the firm has been in the hands of his younger brother, C. A. 
Scott, as editor and publisher. The Scott family—unlike other leading business 
people in the city—does not have interests in other enterprises. They maintain 
that they have enough to do running the paper and its subsidiaries.” 

Another important Atlanta Negro business which got its start in the 1920’s 
is the Citizens Trust Company. This bank, started in the early 1920’s on the 
fringes of the Hemon E. Perry enterprises, was on the verge of bankruptcy in 
September 1927 when its management was taken over by three young men who 
had gotten their apprentice training with Perry. Two of these, C. R. Yates and 
L. D. Milton, had started as clerks in the bank itself, while the third, J. B. Blay- 
ton, had worked in the Standard Life Insurance Co. They had all branched out 
into businesses of their own, and by 1933 were in a position to buy out the 
Citizens Trust Co. Working with them in the enterprise at this tii :¢ was John 
Hope, then president of Morehouse College, and later president of Atlanta Univer- 
sity. 

At the time Yates, Milton and Blayton took over the bank it had assets of only 
$189,000 of which the new owners immediately wrote off $60,000 as bad debts. 
So with the coming of the bank holiday in March 1933 the bank was peculiarly 
ready for the crisis. The Citizens Trust Co. was open when all other banks in 
Atlanta had closed and was licensed to reopen on the first day after the bank 
holiday.” 

Under the management of the Yates, Milton and Blayton group the bank has 
continued to prosper. According to its annual statement published on June 30, 
1949, it had total resources of $4,363,571.63 of which $948,255.28 consisted of 

22 Interview with William Fowlkes, op. cit. 


23 Interview with C. A. Scott, op. cit. 
*4 Interview with J. B. Blayton, op. cit. 
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cash and $1,559,098.10 of U. S. government securities.** It is the third largest 
Negro bank in the country, and is the only one which belongs to the Federal 
_ Reserve System. It also belongs to the Federal Deposit Insurance Co., and is 

a depositary for U. S. and State of Georgia funds. 

Most of the Negro businessmen deal with the Citizens Trust Co. However, 
about 20 per cent by number and 30 per cent by value of the accounts in the bank 
are held by white people. These include merchants in the Negro district, as well 
as people from the other side of town who feel that they can better conceal their 
affairs if they do business in a colored bank. 

The bank has a policy of lending first to its depositors, and there is usually a 
larger demand for loans than the bank is willing to grant. Its loans are both for 
business and consumption purposes. There are about 14,000 depositors.”* 

The Yates, Milton, Blayton combination, which now owns 75 per cent of the 
stock of the bank, is one of the chief centers of influence in the Negro business 
community of Atlanta. The interests of this group, either jointly or singly, include 
the following” 

1. Citizens Trust Co.—C. R. Yates, Chairman of Board; L. D. Milton, Presi- 
dent; J. B. Blayton, Vice President. 

2. Brown Boy Bottling Co., which produces various kinds of soft drinks sold 
locally. 

3. Top Hat Club, a dance hall, which is rented out for parties. 

4. Blamiya, Inc., a holding company for the Top Hat and Brown Boy compa- 
nies, which also lends money when the bank won’t lend it—usually when loans 
are too large for the bank. 

5. A fire insurance company, in which these three are associated with other 
local businessmen and a number of professional people. 

6. Yates and Milton Drug Stores, in which Blayton has no direct interest. 
There are four drug stores in this chain. 

7. J. B. Blayton & Co., an accounting firm in which Yates and Milton have 
no interest. This has branches in Dayton, Ohio and Charlotte and Durham, N. C. 
Mr. Blayton is the one Negro certified public accountant in Georgia, and one of 
fifteen in the United States. Of the other fourteen, six are Blayton’s former 
students at Atlanta University. Blayton has mainly Negro clients—religious, 
fraternal and business organizations. Among mixed groups which patronize Blay- 
ton are the Laundry Workers International Union (both local and regional 
organizations), and the Georgia Workers Education Service. Blayton has also 
done considerable work for the N. A. A. C. P. in connection with its law suits 
for equalization of Negro and white teachers’ salaries. . 

8. Midway Television Institute, a Blayton enterprise, which has sixty full- 


time students and sixty half-time students. It trains mainly television and radio 
mechanics. 


25 28th Semi-Annal Statement of Condition—Citizens Trust Company, June 30, 1949. 

26 Interview with J. B. Blayton, op. cit. 

27 Information on all of these firms except the last one was gathered during an interview 
with J. B. Blayton, already cited. Information on Station WERD is from a letter from J. 
B. Blayton to the author dated April 26, 1950. 
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9. Radio Station WERD, the only Negro-owned commercial radio station 
in the United States, which was purchased by Ble.yton on October 3, 1949. His 
son is general manager of the station, and by late in April it was “billing approxi- 
mately $700.00 per week more than the cost when computed on cash basis.” 


Iv 


The Yates-Milton-Blayton combination, in spite of the multiplicity of inter- 
ests, probably does not have the resources of the Atlanta Life Insurance Company 
which is by all odds the largest Negro business in the city of Atlanta. According 
to its statement of December 31, 1948, it had assets totalling $19,120,838.% 

The company was organized in 1905 as a mutual benefit society, the Atlanta 
Mutual Insurance Association. In that year the State of Georgia started serious 
state supervision of insurance companies and required that they deposit $5,000 
with the state treasurer for the protection of policy holders. Many couldn’t meet 
the new requirements. However, A. F. Herndon, the founder of the Atlanta Life 
was able to do so and he was afterwards described as ‘taking over by purchase 
eight of the ailing companies, installing new methods and paving the way for the 
successful companies of today which are operated by men of our race.’”® 

In 1916 the Atlanta Mutual was reorganized as a joint stock company. It now 
operates in eleven states, mostly in the South and Middle West, and employs 
some 1,500 people, of whom 70 per cent are said to be college graduates.*° 


The activities of the Atlanta Life are summed up in its 44th Annual State- 
ment 


In 1927 the mantle of the President fell completely on N. B. Herndon, theson ofthe founder 
. ..During his twenty-one years as President, theCapital Stock has increased from $100,000 
to $2,000,000 fully paid up. The Assets of the Company have increased from $1,000,000 
to $19,120,838 and the Surplus to Policy-holders from $172,298 to $11,023,257 . . . some 
ten to fifteen smaller companies have been taken over by Atlanta Life during the last two 
decades. Policyholders’ equities in these institutions were guaranteed; employees status 
maintained; and the faith of Negroes in their own enterprises greatly enhanced. From a 
financial point of view, the taking over of these Companies often resulted in immediate 
financial loss to Atlanta Life, but we reasoned that the services given those policyholders 


and the maintenance of faith in Negroes in Negro-operated business was ample compen- 
sation. 


In 1948 the Atlanta Life paid out $1,970,746.81 to its policyholders, bringing 
to over $30,000,000 the total paid out since the founding of the company in 1905. 
Dnnne’s Insurance Reports rates the Atlanta Life Insurance Company as Excel- 
lent (A plus). It reported that the company had $133,183,334 worth of insurance 
in force on January 1, 1949; that it had a ratio of income to disbursements in 1948 


28 44th Annual Statement—December 81, 1948—Atlanta Life Insurance Company, Atlanta, Ga. 

29 Quoted from book by T. K. Gibson, The History of Industrial Insurance and the History 
of Atlanta Mutual, in Gordon, op. cit., pp. 411-421. 

30 Interview with H. L. Conley, manager of printing and advertising department of 
of Atlanta Life Insurance Company, in Atlanta, Ga., Aug. 5, 1949. 

31 44th Annual Statement, etc. 
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of 119.9 per cent and that it had $146.51 of assets for every $100 of liability. For 
every $100 of total assets the company had $95.18 in liquid assets, which Dunne’s 
- Reports calls “an excellent ratio.” 

One interesting sidelight on the activities of the Atlanta Life is the fact that 
premiums paid by the Negro patrons of this company—who are in an over- 
whelming majority—are usually calculated at 150 per cent of comparable white 
rates. This is said to be more favorable to Negroes than the rates of most white 
companies, many of which go as high as 250 per cent. In the case of specialized 
risks—professional people and the like—where there is no actuarial difference 
between Negroes and whites, the company charges the same premium as a white 
company insuring white patrons would do.* 

The only other Negro insurance company with headquarters in the city is the 
Southeastern Fidelity Fire Insurance Company, which was set up in the summer 
of 1949. Its principal organizer was Charles E. Maxey, of the Atlanta University 
faculty, who serves as the new company’s secretary. The company started with 
a paid-in capital stock and surplus of $200,000 (as compared with the legal re- 
quirement of $100,000) and represents a pooling of interests by several groups 
in the Atlanta Negro business community.* 

There are several Negro insurance agents in the city. The leading businessman 
in this field is probably T. M. Alexander. Alexander is a graduate of Atlanta 
University, and began in 1931 with “$50 capital, surplus and everything else” 
as an agent of the Bankers Insurance Company. He borrowed a desk, where he 
wrote the policies, countersigned them ‘‘and was there to collect when the people 
came.”’ When the Bankers Insurance Co. began to have hard times in 1933 he 
decided to break his connection with it. 

He approached the American Equitable Co., white, and it was not at first 
willing to have him as its agent on the grounds that whites would resent it. 
Alexander reported that, ‘After a great deal of persuasion we worked out a 
scheme under which I did not countersign the policies but used a rubber stamp 
signature of a white agency under which I signed my name.” 

Alexander’s business increased slowly. Morehouse College, the male under- 
graduate school associated with Atlanta University, allowed him to underwrite 
its policies. He got an engineer from a large white insurance firm to look over 
the Morehouse property and gained a new and better rate for the college, saving 
it $1,300 a year on its policies. He was able to do the same thing for Tuskegee 
Institute. 

Alexander plowed money back into the business and by the early 1940’s he 
owned a two-story building worth $40,000 and had gone into the real estate 
business in conjunction with his brother. He has sold millions of dollars worth of 
insurance and has customers all over the southeastern part of the United States.** 


32 Dunne’s Insurance Reports, “‘Atlanta Life Insurance Company, Atlanta, Georgia, 
1949 Report.” 


33 Interview with H. L. Conley, op. cit. 
%4 Letter from J. B. Blayton to the author dated April 26, 1950. 


38 Speech by T. M. Alexander quoted in Vishnu Oak’s The Negro’s Adventure in General 
Business. 
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One of the more interesting Negro insurance agencies in Atlanta is that for 
the American Home Mutual Life Insurance Co. This firm started out as a fra- 
ternal order, the American Woodman’s Association. It was organized by a liberal- 
minded white man, Robert T. Harrel, who made a Negro, George S. Stewart, the 
Georgia state agent of the company, with an exclusive contract. 

In 1940, when the association was converted into a straight insurance company, 
the exclusive contract system was abolished, and regional districtships were set 
up for Georgia in Atlanta, Athens, Augusta, Macon, Savannah, Bainbridge, 
Clarkston and Columbus. All of these agencies were put in the hands of Negroes, 
making Georgia the only state in which this company operates with only Negro 
agents.*® 

In the allied field of real estate, Negro businessmen are also active. The most 
successful real estate man and contractor in Atlanta is W. H. (Chief) Aiken, who 
has a reputation for being the “lone wolf” of the Negro businessmen of the city. 
He is a contractor, builder and speculator, and works with one of the white banks 
in town which takes the mortgages on his houses. Since the War he has built one 
thousand homes, almost all—though not entirely all—for Negroes, and many of 
these were constructed as a speculation. He is reported to be one of the two or 
three richest men in Negro Atlanta.” 

Also very important in the real estate field is the Atlanta Mutual Building 
Loan and Savings Association, which war established in the 1920’s, but was 
reorganized in 1937 with the election of John P. Whittaker, registrar of Atlanta 
University, as president. The association was on the verge of bankruptcy when 
Whittaker, more out of a feeling of duty to his race than of desire to enter business 
took over the presidency. Its success under his management is shown by the fact 
that by the middle of 1949 the Atlanta Mutual Building Loan and Savings 
Association had financed the purchase of over a million dollars worth of homes 
for its members. Most of the patrons are workers, particularly skilled workers, 
and the association attempts both to stimulate savings and to help the patrons 
buy their own homes. Few professional people save with the association. 

The Atlanta Mutual keeps one building contractor busy, and from time to 
time throws business towards others as well. In one or two cases members of the 
association have borrowed money to purchase materials to construct homes with 
their own hands. 

The healthy condition of the Atlanta Mutual is demonstrated by the June 30, 
1949, condensed statement of the institution. Resources amounted to $917,286.38, 
of which $817,006.13 were mortgage loans. The Association also had $38,916 in 
cash and $30,000 in U. S. government bonds. The statement indicated that 900 
shareholders had invested $731,967.37 in the institution, while it owed $121,475 
to the Federal Home Loan Bank of Greensboro and the Citizens Trust Co. for 
advances on loans on approved property in Atlanta. 


36 Interview with Benjamin F. Jenkins, debit manager of Atlanta District of American 
Home Mutual Life Insurance Co., in Atlanta, Ga., August 11, 1949. 

37 Interview with J. B. Blayton, op. cit. 

38 Interview with John P. Whittaker, president of Atlanta Mutal Building Loan and Sav- 
ings Association, and registrar of Atlanta University, in Atlanta, Ga., Aug. 11, 1949. 
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The Atlanta Mutual is specially worthy of note because on its board of direc- 
tors sit representatives of most of the Negro business groups in the city. Only 


- the Atlanta Life Insurance Co. group is not represented.*® 


The newspaper, insurance companies, building contractors, building and loan 
association, and the various firms owned by the Yates-Milton-Blayton group, 
including the Citizens Trust Co., are the most important Negro businesses in 
Atlanta. However, there are several very successful younger businessmen, a num- 
ber of whom are graduates of Atlanta University. Their enterprises include two 
currency exchanges and check cashing agencies and a bookstore.‘ 


v 


Most of the larger Atlanta Negro business firms belong to what Dr. Pierce 
calls the “miscellaneous” group of business enterprises. However, in 1944 most 
of Atlanta’s 845 Negro concerns consisted of small retail stores and service estab- 
lishments. The largest single group was restaurants with 222; beauty shops 
numbered 89 and barber shops and cleaning and pressing shops each had 72 
representatives. There were 36 shoe repair stores, 23 coal, ice and wood dealers, 
12 real estate agencies, 12 shoe shine parlors and 12 undertakers. Eleven taverns 
and clubs were owned by Negroes as were 10 apartment houses or office build- 
ings.” 

The average Negro business in the city had been in operation seven years in 
1944, while only eight firms were over 40 years of age. These included a hotel, 
an insurance company, a barber shop, a funeral parlor, a drug store, a liquor 
store, a newspaper and a real estate agency.” 

Few Negro businesses are in the city’s main shopping district. Indeed, only 
1.3 per cent are so located. Most tend to be concentrated in secondary business 
districts—mainly Negro areas—and in Negro residential sections. 49} per cent 
of the colored firms are located in the former areas, and 4934; per cent in the latter. 
The service establishments are largely in the colored business districts, while 
the retail stores have a greater tendency to be found in the residential areas—two 
thirds of the food stores being so located.“ 

Of course, this exclusion of the Negroes from doing business in the center of 
town has not been by choice of the Negroes. It is now virtually impossible for a 
Negro to rent or buy office space in the main shopping region, so there is little 
chance for new colored businesses to be established there.“ As a result, the enter- 
prises which are in the central business district have generally been established 
three times as long as those in other areas.‘* They are for the most part old firms 


which were set up before the lines of segregation became quite as solidified as 
they now are. 


39 Our Semi-Annual Financial Statement as of June 30, 1949—The Atlanta Mutual Building 
Loan and Savings Association. 

4° Interview with J. B. Blayton, op. cit. 

41 Business Enterprise Owned and Operated by Negroes in Atlanta, etc., op. cit., pp. 11-37. 

42 Tbid., pp. 52-56. 

43 Ibid., p. 5. 

44 Interview with J. B. Blayton, op. cit. 

48 Business Enterprises Owned and Operated by Negroes in Atlanta, etc., op. cit., p. 9. 
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Perhaps the most important businesses in the chief shopping center are Negro- 
run barber shops which cater to whites. The leading enterprise of this kind is 
the Herndon Barber Shop on Peachtree Street, which originally was owned by 
the father of the first president of the Atlanta Life Insurance Co. When he died 
he left the business to his barbers, with the provision that when any of them got 
out he should choose his successor. Thus the shop has continued, and still has the 
reputation of being one of the finest places of its kind in the city. 

There are no restaurants or hotels run by Negroes and serving whites; this 
in spite of the fact that in the post-Civil War days there were several such enter- 
prises. Such Negro-owned hotels as exist are for colored patronage and are not 
first class. There is need for a first-rate Negro hotel in the city. 

The one-time important Negro catering business has suffered almost as much 
as the hotel business. In this case, too, there were various successful Negro entre- 
preneurs in the post-bellum period but this brand of businessman is virtually 
extinct in Atlanta at the present time.“* Gunnar Myrdal has noted that the 
decline of the Negro caterer is characteristic throughout the South.” 

The Negro businessmen of Atlanta are among the civic leaders of their commu- 
nity. They take the lead in drives for funds for the United Negro College Fund, 
the Urban League, the colored YMCA and other activities. They are not as active 
in the local branch of the National Association for the Advancement of Colored 
People as some of the members of that organization would prefer.“ 

The colored businessmen are closely associated with the educational institu- 
tions centering on Atlanta University. Many of the city’s leading Negro business- 
men are either graduates of or are otherwise connected with one or the other of 
these institutions. For instance, the head of the economics department at the 
University is L. D. Milton, president of the Citizens Trust Co., and active in 
numerous other enterprises. His right hand man at the University is his business 
partner, J.B. Blayton. Another leading business figure, T. M. Alexander, is an 
alumnus of Morehouse College and is still active in the affairs of the University 
system. The registrar of the University is head of the building and loan society. 

Increasingly, the local businessmen are going to the colleges for their em- 
ployees, particularly their young executives. It is noteworthy that Atlanta 
University is reported by Pierce to be the only Negro schcol in the country to 
have graduate courses in business education. Most of those who have pursued 
this graduate study are now in business for themselves and many of them live 
in Atlanta.‘® It is undoubtedly true that Atlanta University has been one of the 
important factors in making the Atlanta Negro business community one of the 
most outstanding in the country. 


46 Interview with J. B. Blayton, op. cit. 

47 Gunnar Myrdal, An American Dilemma—The Negro Problem and Modern Democracy, 
p. 311. 

48 Interview with W. H. Boyd, state chairman of National Association for the Advance- 
ment of Colored People, chairman of political science department of Atlanta University, 
Atlanta, Ga., Aug. 4, 1949. 

#® Pierce, op. cit., p. 277. 
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Negro business enterprise gives promise of increasing. Its development is but 
a part of the rapid change now going on among American Negroes. They are 
pushing for greater opportunity in the educational field, in the political field, in 
the employment field; and it is only natural that they should make an equally 
decided drive for a chance in the field of business—still the keystone of American 
life. 

The evolution and present status of the Atlanta Negro community is perhaps 
illustrative of what is taking place throughout the country. In Atlanta the group 
has accomplished more than in most areas, but there is reason to believe that 
it is fairly typical of Negro business groups, North and South. It is therefore not 
without importance to note the basic characteristics of Negro business in Atlanta: 

1. First of all, businesses are generally small. Even the largest of them—the 
Atlanta Life Insurance Co.—is not “big business,”’ it is a medium sized institution 
in its field. Eighty-nine per cent of the Negro businesses of the city are one-man 
or family enterprises. 

2. They are concentrated mainly in retail and service trades. There are onl: 
four businesses which approach being manufacturing enterprises: a bottling pla: 
a potato chip manufacturing company and two cosmetics manufacturing fire:> 
The heaviest concentrations are in the service trades—such as restaurants, ber» 
and beauty shops—and retail businesses, which are a poor second. 

3. The larger institutions in the Negro business community are financial, 
insurance and real estate firms. 

4. Atlanta University is playing an increasingly larger role in the affairs of 
Atlanta business. 

5. The Atlanta Negro business community is notable for its small groups of 
closely-knit partners who venture into a variety of enterprises. 

6. The colored business community is old—Negroes have beer active in At- 
lanta since post-Civil War days, though few if any existing enterprises date 
from that period. 

7. Segregation plays a large part in Negro business. The “pattern” gives a 
sheltered market to many Negro businessmen—who are not immune in Atlanta as 
elsewhere from charges that they in turn tend to encourage segregation and to 
profit by it by lowering their standards. On the other hand, it works against many 
Negro entrepreneurs because few if any white men will co-operate with them, and 
many have difficulty in getting sufficient credit and other facilities to operate on 
an expanding scale. 

8. The very protection which segregation affords means that many of th 
Negro enterprises make little attempt to engage in real competition. There seems 
to be little rivalry in terms of service, attractive surroundings, quality merchan- 
dise. There is not much save proximity and the possibility of being mistreated 
by whites in a white store to recommend most of the Negro enterprises over their 
white competitors. 

9. There are numerous opportunities for doing business in the colored sections 
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of Atlanta which have not yet been exploited by the Negro entrepreneurs. For 
example, there is not one super-market or other really first rate grocery and meat 
market in either major Negro section of town. There is no really first-class restau- 
rant in the Negro areas. Nor is there anything approaching a department store 
in these sections of the city. In general there would seem ample room for expan- 
sion by able Negro businessmen. 

10. As in most other fields of endeavor, the Negroes are making considerable 
strides in the field of business, as evidenced by the Negro business community 
of Atlanta, Georgia. 
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THE EUROPEAN PAYMENTS UNION 


HENRY H. SCHLOSS 
University of Texas 


The long delayed signing on September 19, 1950—retroactive to July 1—in 
Paris of the agreement establishing the European Payments Union (E.P.U.) for 
a period of at least two years was an event of considerable importance, even if 
it was overshadowed by the events in Korea and its actual operation somewhat 
clouded by the uncertainties of the economic problems arising out of the rearm- 
ament programs. 

This agreement consists of two parts. In the area of commercial policy it made 
further progress in the elimination of trade barriers between the member coun- 
tries of the Organization for European Economic Cooperation (O.E.E.C.), which 
includes practically all of western Europe, by committing them to nondiscrim- 
inatory treatment between themselves on current account (both on merchandise 
and service transactions) and by raising the percentage of import quotas which 
have to be eliminated from 50 to 60 per cent, based on the level prevailing in 
1948. Under this provision import quotas, except for government purchases, have 
to be reduced by 60 per cent in each of the three major commodity classifications: 
foodstuffs, raw materials, and manufactured goods. A further reduction bringing 
import quotas to 25 per cent of the same base is envisaged for January 1, 1951. 
It has been pointed out that these commercial policy provisions are probably 
the less important aspect of the agreement. Many countries had already lifted 
60 per cent of their import quotas, and in some cases more, applying to other 
O.E.E.C. countries, and the principle of non-discrimination between them had 
also been previously recognized. The specific inclusion of invisibles is, however, 
a step forward. Agreement on these questions of commercial policy might have 
been achieved without setting up the E.P.U., but it must be recognized that 
convertibility of currencies greatly facilitated the process. 

The second and more important aspect of the E.P.U. agreement is the estab- 
lishment of complete convertibility between members on current account. It is 
this convertibility which makes the concessions in commercial policy more sig- 
nificant. The relaxation of trade controls, after all, has frequently been a meaning- 
less gesture when goods were kept out through exchange controls. In what ways 
is this agreement a new departure? 

The clearing agreement of 1948/49 was simply a bilateral arrangement, even 
if written for many countries at the same time, granting bilateral credits which 
were based on estimates made at the beginning of the period. The agreement for 
1949/50 was essentially the same although it provided for transferability of 25 
per cent of these credits, again based on advance estimates of deficits and sur- 
pluses. As already mentioned the new agreement provides for free convertibility 
on current account between members with a few minor exceptions and escape 
clauses. 
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It is quite obvious that this regional arrangement represents a considerable 
change in attitude since the days of Bretton Woods when, particularly in the 
United States, the regional approach was condemned, and complete multilateral- 
ism and convertibility were considered the only worthwhile goal. It is believed 
that there was considerable opposition to this whole idea from both Washington 
and the International Monetary Fund when this scheme was first proposed. It 
has finally been realized that, since convertibility with the dollar area is an 
impossibility for most of Western Europe in the immediate future, it might be 
best to extend multilateralism as far as possible. The explicit inclusion of in- 
visibles is another aspect which should be stressed. All too often in the past, 
agreements of this sort have been limited to merchandise trade. This agreement 
is evidence of something else. Obviously, no mechanical financial arrangement 
can in and of itself eliminate large and persistent deficits in a country’s balance 
of payments (unless it makes provision for continuous credits). Therefore, the 
fact that this agreement was deemed possible is proof that the over-all picture 
of intra-European (O.E.E.C.) trade is in reasonable balance, a long step from 
the conditions of a few years ago when such an agreement would have been 
impossible. Furthermore, this agreement links the sterling area definitely with 
the continent (or vice versa). The special provisions dealing with the sterling 
area will be discussed below. 

Finally, this agreement implicitly recognizes the contention Keynes made in 
his plan for a Currency Union which placed responsibility for adjusting im- 
balances in the balance of payments on the creditor as well as on the debtor 
nation. A summary of the mechanism of the E.P.U. follows. 

Each country is assigned a quota of 15 per cent of its transactions on current 
account with member countries in 1949 with the exception of Belgium and 
Switzerland (see table below). Periodically each member reports its debit and 
credit balance with every other country to the Bank for International Settle- 
ments which acts as agent for the E.P.U. A country will, after all accounts are 


Net Creditor Position 


PER CENT OF QUOTA USE OF CREDIT RECEIPT OF GOLD 
20 20 Nil 
20 10 10 
20 19 10 
20 10 10 
20 10 10 
100 60 40 


credited and debited, emerge either as a creditor or debtor of the E.P.U. If it 
emerges a creditor, it will extend a credit of up to 20 per cent of its quota to the 
Union. For any excess over 20 per cent the E.P.U. will pay the creditor 50 per 
cent in gold, and for the other 50 per cent the country will grant additional 
credits to the E.P.U. This partial automatic credit should be an inducement to 
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the creditor, unless it wishes to extend credits, to reduce its surplus in the balance 
of payments on current account. The total possible credit amounts to 60 per 
cent of a country’s quota. 

A debtor country, on the other hand, would be subject to rising scales of 
gold payments as it used a larger and larger part of its quota. The first 20 per 
cent of the quota is available to the debtor as a credit from the Union without 
any gold payment. If a country is in debt to the Union by more than 20 per 
cent, one-fifth of the next 20 per cent, two-fifths of the third 20 per cent, three- 
fifths of the fourth 20 per cent, and four-fifths of the last 20 per cent of the quota 


must be paid in gold. These rising rates are intended to discourage excessive 
deficits. 


Net Debtor Country 
PER CENT OF QUOTA USE OF CREDIT ‘ PAYMENT OF GOLD 

20 20 Nil 
20 16 4 
20 12 8 
20 8 12 
20 4 16 

100 60 40 


It should be noted that in the lower ranges of the quota the gold payments 
made by the E.P.U. exceed the receipts of gold, while in the upper ranges the 
reverse is true. Since it is expected that no excessive use of the credits will be 
necessary, the E.P.U. will have need of a working fund which will be provided 
by the Economic Cooperation Administration. As an added encouragement to 
rectify their balance of payments, an interest charge on all credits granted by 
the Union will be levied. This will be on a rising scale of 2 per cent for all credits 
outstanding less than 12 months, 2} per cent for credits outstanding between 
12 and 24 months, and 2} per cent for credits outstanding for more than 2 years. 
A payment of 2 per cent will be made to creditors on amounts due them from 
the E.P.U. 

This picture would not be complete without calling attention to certain special 
features. The Congress of the United States in the last appropriation for the 
E.C.A. specifically earmarked $500 million for the purposes of the E.P.U. Of 
this sum, $350 million has been allotted as the permanent working fund of the 
Union and $150 million has been set aside as a reserve. ; 

In order to accommodate those countries which are likely to run deficits or 
surpluses with the Union during the first year, some prospective debtors are 
given an initial creditor position. This means that at first an actual deficit will 
be balanced by a credit on the books, and only after this amount has been ex- 
ceeded will the country appear as a net debtor of the Union. Similarly, initial 
debit positions have been established for some prospective creditor countries 
as shown on the following table: 
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Belgium/Luxembourg................ 360 9.1 (a) Dr 
50 1.3 25 Cr 
Sterling area (exl. Iceland).......... 1060 26.9 150 Dr 
3950 


(a) Half of allotment to Belgium for 1950-51. 
(b) Equal to allotment to Sweden for 1950-51. 


The unit of account of the E.P.U. is to be .888671 grams of find gold which is 
equal to the present definition of the U. 8. dollar. The operational agency for 
the E.P.U. is the Bank for International Settlements in Basel, Switzerland, under 
the general supervision of a Management Committee of the O.E.E.C. 

The objections of Belgium that she could not afford to assume too large a 
credit burden were met by giving her a somewhat smaller quota than the 15 
per cent formula would call for. Switzerland, on the other hand, wanted and 
received a quota in excess of the 15 per cent formula to enable her to play a 
somewhat larger role as a creditor. 

British objections to the plan were based primarily on two reasons. She was 
afraid that accumulated sterling balances of O.E.E.C. countries (estimated at 
about £200 million) would be transferred to E.P.U. and thus used to make the 
sterling area a debtor of the Union with the resulting loss of gold to the sterling 
area. This difficulty has been overcome (a) by providing that old sterling balances 
can be used only for net balances; (b) by a guarantee of ECA that it would reim- 
burse England for any loss of gold resulting from the use of old sterling balances. 
This latter provision was made possible by the improved balance of payments 
position of England, and it is extremely unlikely that this latter provision will 
become operative. The second objection of England that this arrangement would 
jeopardize the role of sterling and the sterling area—sterling is still used for a 
substantial part of international commerce—was overcome by a provision that 
balances could be paid in any currency acceptable to the creditor country and 
that balances can be held in sterling rather than in E.P.U. units by mutual 
agreement. 

It should thus be clear how much progress has been made. On current account 
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currencies are freely convertible between member countries which include the 
sterling area. This means, for all practical purposes, convertibility on current 
account within the Western industrial world, except the dollar area. Although 
this is a great step toward complete convertibility, those who object to the re- 
gional approach will probably contend that it merely aggravates the cleavage 
between the two currency blocs. Since convertibility of Western Europe with 
the dollar area is not a likely prospect (unless the rearmament program com- 
pletely alters the picture), it seems to this writer, at least, that the establishment 
of the E.P.U. is a very real step forward. It is only to be hoped that the increasing 
rate of rearmament all over the world will not so disturb the underlying balance 


which has been reached in intra-European trade as to make this scheme un- 
workable.! 


1 Since the above was written, it has been announced that the reduction of quotas is to 
be carried to 75 per cent by February 1, with some important exceptions. Operating re- 
sults of the EPU through November show that Germany has completely exhausted her 
quota and was granted a special short-term credit of 120 million units. 


COMMUNICATION 


REPLY TO BREIMYER ON STATE PER CAPITA INCOME 
DIFFERENCES 


In the October 1950 issue of The Southern Economic Journal Mr. Harold F. 
Breimyer of the Bureau of Agricultural Economics elaborated in some detail! 
on an earlier article of mine in the same journal, entitled, “Factors Influencing 
State Per Capita Income Differentials.’ His major objective was to show the 
extent to which the short-run dynamic factors associated with the business cycle 
are able to “recast the relationships found for a single year, 1940.”* He employed 
correlation methods along the same lines as in the earlier paper to demonstrate 
to what extent any or all of the original four factors‘ hypothecated to influence 
state per capita incomes in one year (static sense) were suppressed or transformed 
by the changes in business activity between 1940 and 1948. Although Breimyer 
assumed constant for purposes of analysis that part of dynamic changes due 
to secular trends in the factors because the “‘span of only a few years is too short 
for marked effects of secular changes,”*® he dropped X3, the independent factor 
which proved to be the most important factor in my article in explaining the 
per capita differences, and modified X, so that it represented the percentage of 
the total labor force located in agriculture instead of percentage of employed 
labor force, excluding government employment,* occupied in agriculture. The 
modification of X_: may not be of serious consequence for the analysis, but his 
exclusion of X; because unemployment in 1948 was so small could be. This factor 
(X;) was included in the original analysis in order to reflect not only unemploy- 
ment but also unemployables, those too young and too old to work. The factor 
reflects in some states, mainly the agricultural states, high birth rates and rela- 
tively more unemployable children. Since per capita incomes reflect all the 
population, a large number of children in a state will tend to depress its income. 
The age distribution of the population has not changed sufficiently since 1940, 
despite record birth rates, to equalize the relative number of children between 
states. Therefore, X; should still be of great consequence in explaining state 
per capita income differences. 


1 Harold F. Breimyer, ‘Some Comments on Factors Influencing Differences between 
State Per Capita Incomes,”’ pp. 140-147. 
2 Southern Economic Journal, Jan. 1950, pp. 259-270. 
3 Breimyer, op. cit., p. 142. 
4 The four factors in the original paper were: 
X- = per cent of the employed labor foree (excluding government employees) occupied 
in agriculture, forestry, and fishery. 
X; = percentage of the total population employed. 
X, = percentage of the total population classified as Negro. 
Xs = median school year completed of all males 25 years of age and over in 1940. 
6 Breimyer, op. cit., p. 142. 
6 Government employment because it is sufficiently heavy in two states and the District 
of Columbia to introduce an abnormality in the occupational pattern. 
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Although it was stated in the original article that the 48 state observations 
plus the one for the District of Columbia for 1940 did not constitute a sufficiently 
adequate sample to estimate the sampling error in the parameters, and there- 
fore the results could be validly applied only to one year, 1940, the hope was 
expressed that more observations on the independent factors would be forth- 
coming from future censuses, so that eventually a reliable estimate of them might 
be possible. With regard to the secular and cyclical changes I was content to 
show their implications for state per capita differences. It was demonstrated 
that the states of low economic development are pulling up in per capita income 
on those of high economic development because of favorable trends in industrial 
development (decline in the relative importance of agriculture), degree of em- 
ployment, racial composition, and educational level. The cyclical effects were 
analyzed for New York state and Mississippi and the more exhaustive work of 
Vining drawn on to show that the business cycle produced an accordion effect 
on state per capita income differentials, narrowing them during the periods of 
high business activity as in 1948 and widening them as in the middle 30’s and 
somewhat similarly for 1940. 

In view of Breimyer’s stimulating discussion, the question: How does the 
business cycle, or wide fluctuations in business activity, such as we had between 
1940 and 1948, influence the relationships established for any one year, or to 
what extent are the parameters of the independent factors recasted? tempts me 
into further explorations of this problem despite the current scarcity of reliable 
data for years later than 1940. Although I feel (as stated in the January 1950 
article) that such an analysis should wait until the 1950 census data are availabie, 
a partial and certainly conditional answer may be given to this question by a 
more exhaustive analysis of the 1940 values of the independents against the 
1948 values of the dependent, a procedure which Breimyer used in his analysis. 
Although the results promise to throw additional information on this problem, 
certain important statistical risks are being assumed, for obviously the time- 
gap between 1940 and 1948 in observations on the variables imposes very seri- 
ous statistical inadequacies (as recognized by Breimyer). Furthermore, I am 
not convinced that the secular changes in the independent factors between 1940 
and 1948 can be ignored, or assumed away. Various estimates show that farm 
population has shrunk quite importantly, that Negroes have left the South in 
very large numbers, that employment is at the highest level ever and unemploy- 
ment, except frictional, is and has been almost non-existent for several years, 
and that the educational level is rising throughout the country and perhaps 
more rapidly relatively in the South than elsewhere. Consequently, it may be 
expected that important changes in the state differences of the independent fac- 
tors occurred between 1940 and 1948, such as to affect in the static sense, the 
size of the state per capita income differences. It is certain also that some shifts 
in the independent factors, particularly of the first three, have resulted from the 
high level of economic activity that has prevailed since 1940. Consequently, in 
making an analysis of this sort we are certain to obtain results that are com- 
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pounded of the two major forces present: those due to the normal differences in 
the independents by states and those due to the changes in the independents 
eaused by the high level of economic activity. 


In the correlation analysis which follows, my original factors’ are retained 
without modification. This is done in order to learn the effect of moving from a 
low to a high level of economic activity on their regression coefficients without 
obscuring some part of such changes by a redefinition® of any of the factors. 

Before proceeding with the analysis, however, we should take a look at the 
effect of omitting X; from the analysis. The following tabulation compares the 
results for the 1940 data with Breimyer’s: 


ANALYSIS WITH 1940 DATA BREIMYER’S ANALYSIS USING ONLY 1948 INCOME DATA 
Factor en Factor | 
X-2 Per cent of total | 1 per | —8.7282| Per cent total labor |1 per | —8.1230 
employed labor force cent force in agriculture, cent’ 
occupied in _ agri- forestry, and fishery, 
culture, forestry, and 1940 
fishery 
X, Per cent of total | do 2.2518 | Per cent of total popula-| do —5.5446 
population Negro tion Negro, 1940 
Xs Median years of | 1 year} 106.0462 | Median years of school- | 1 year| 106.5675 
schooling of all males ing of all males 25 
25 years of age or over years of age or over, 
1940 


Even though the income series of the two analyses are different and one factor 
(the first one) is not strictly comparable, the data show that the regression coef- 
ficient of only one factor (per cent population Negro) differs importantly—from 
2.25 in 1940 to —5.54 in 1948. Yet comparing the three-factor analysis for 1940 
above with the earlier four-factor analysis,® it is seen that the regression coeffi- 
cients of the former are materially larger. But this is not unexpected because 
X3 (per cent of the population employed) was intercorrelated with all three of 
the other factors, and its omission resulted in accretions to the three factors 
remaining. Breimyer’s analysis for 1948 is similarly affected, and I am unable 
to concur with his interpretation on two counts when he says: “If the net regres- 
sion coefficient for that factor (agriculture)!® in 1948 were proportionate to the 


7 See above note 4. 

8 If observations for the independents were available for 1948, even though they had 
been changed by the high level of economic activity, results analogous with those for 1940 
within probable error limits should be obtained, although it would be necessary to add a 
factor for the level of economic activity. 

® See Table I, below. 

10 Added by me. 
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change in the mean incomes, it would be 2} X —5.03, or —12.58. But it is only 
—8.12.”" First, the importance of agriculture would of necessity be enlarged 
because of the omission of an important factor (X;) with which it is intercor- 
related. Second, the differential effect of agriculture from 1940 to 1948 was re- 
duced, not enlarged because the rise in business activity narrowed” the state 


per capita income differentials and hence reduced the size of the regression 
coefficient of 


Ill 


The results of the correlation analysis of four independent factors (in terms 
of 1940 data) against 1948 per capita income are given in Table 1. For compara- 


TABLE 1 


Summary of Correlation Results with Four Factors (in 1940 values) on 
State Per Capita Income, 1948 


NET AGGRESSION COEFFICIENT “aa 
FACTOR UNIT ” | COEFFICIENT OF 
1948 value 1940 value r1on, 1948 (b) 
X: Per cent employed | 1 per cent 1.25517 —5.03147 | 7.3* -100 
(a) labor force in agri- point 
culture, forestry, and 
fishery 
X; Per cent total pop- do 48 .62608 27.00513 | 63.1* 167 
ulation employed 
X, Per cent total pop- do —13.50654 —2.28718 | 74.7* 137 
ulation Negro 
X; Median years of 1 year 57.83906 55.60370 | 21.0* -008 
schooling of all males 
25 years of age or over 
a = $—646.77 $—691.46 
R 0.8803* 0.9477* 
8 $142.45 $64.87 


(a) Based on total employed labor force excluding government employment. 

(b) Ratio by which omission of designated factor reduced the coefficient of determina- 
tion of the four independents on 1948 state per capita income. 

* Designates significance at the 1 per cent point by F-ratio methods. 


tive purposes the original 1940 regression coefficients for the same factors are 
also given. It is seen that the first three factors (X2, X3, and X4) are recast 
materially from the 1940 values, and one factor, the percentage of the employed 
labor force (excluding government employees) occupied in agriculture is changed 
from a minus value to a plus value. All four factors are statistically significant 
at the one per cent point, and their rankings by the factor elimination method" 


1 Tbid., p. 144. 
12 See Southern Economic Journal, Jan. 1950. 
13 The size of the Beta coefficient proved an unreliable indicator of the relative rankings 
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are: X3, X4, Xe, and Xs. Thus X, displaces X. as the second ranking factor“ in 
1948. Obviously the transformation in the first three factors is the result of two 
forces: the real influence which each factor reflects by virtue of its variation 
between states, and the superficial influence which it forecasts from being affected 
by the level of economic activity. Furthermore, high level of business activity 
is known to encourage migration of labor from agriculture to industry. This would 
narrow the differential in occupational character between states from another 
standpoint. 

Bearing more specifically on the shift in the relative importance of agriculture 
in the income stream at various levels of economic activity (accordion effect of 
the business cycle)'* are the data in Table 2. These data show per capita income 
by years (1940, 1948, 1949) compared to the percentage of income payments in 
each state and region which was attributed to agriculture. It is to be noted that 
between 1940 and 1948 all regions showed a rise in the percentage of income pay- 
ments from agriculture. The least gains in this respect were registered by the 
Southeast, Southwest, and Far West, but this is to be expected of the two south- 
ern regions on other grounds because important shifts in the character of agricul- 
ture have been demonstrated. In addition to declining as an occupational source 
in the region, agriculture has also become more extensive in order to become 
more mechanized and efficient. The gains in these respects since 1930 have been 
very large, with the greatest changes of all occurring after 1940.'* 

Further reference to the table shows that the largest rise in agriculture’s 
importance in the per capita income stream from a high level of business activity 
occurred in the Central and the Northwestern states, the most efficient and 
most publicized agricultural regions in the United States. In these regions agri- 
culture’s importance almost doubled between 1940 and 1948, which changes re- 
flect not only the improving efficiency of the farming of such regions but also 
larger price rises that occurred in its agricultural products compared to the 
rest of the economy (mentioned by Breimyer).” 

Since the great majority of the states had gains in the relative importance 
of agriculture in their income streams, it is easy to see why the agricultural 
effect on state per capita income differences shifted from a negative to a positive 
influence, but it was mainly the result of the more rapid price rise. This becomes 
more obdvious when we study the data for 1949, the first postwar recession year. 
For this year it is seen that agriculture’s importance nearly dropped back to the 
1940 ratio; in some states, particularly in the Southeast where agriculture is 
undergoing great transformations, it dropped below the 1940 ratio. The ratio 


of the factors this time, and resort had to be made to the more widely accepted factor elimi- 
nation method. 

14 See the Jan. 1950 number of the Southern Economic Journal, pp. 263-264. 

18 The accordion effect of the business cycle on state differences because of the greater 
rise in raw material prices. 

16 See John L. Fulmer, Agricultural Progress in the Cotton Belt Since 1920 (Chapel Hill: 
University of North Carolina Press, 1950), Chapters III, VII, and VIII. 

17 Breimyer, op. cit., p. 146. 
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TABLE 2 
Comparisons of Per Capita Income and Percentage of Total Income Payments from 


Agriculture by Regions and States for Selected Years. 


Per cent 
from 


1948 
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Source: Survey of Current Business, Aug. 1945, 1949, and 1950, pp. 13-15, 12-15 and 


17-20 respectively. 
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for this year suggests that if the above correlation were repeated with per capita 
incomes in 1949, it is probable that the regression coefficient for X»2 (agriculture) 
would again become negative. 

In the case of the percentage of the population employed, a rising level of 
economic activity takes up the slack in unemployment comparatively more 
rapidly and completely in the highly industrial states'® which change coupled 
with increased migration of workers from the rural states to these areas increases 
the ratio of mature workers. Both tendencies tend to widen the differential of X 
(per cent of total population employed) between states, thereby causing this 
factor to reflect indirectly some of the more direct effects of increased business 
activity on state per capita income differences. 

As to why the effect of racial composition (X¥4) of the population became more 
important from 1940 to 1948 in explaining the differences is not at all clear, 
for the rate at which Negroes have been leaving the South, and the increasing 
ease of employment with comparatively higher wage rates, imply a narrowing 
of the racial differential between states. This should have caused a decrease in 
the size of its regression coefficient. Since the Southern states, according to 
Breimyer’s Figure 1, give much of the strength to the regression estimates of 
the state per capita income relative to actual per capita income, the answer is 
probably a statistical one. With agriculture becoming a positive influence under 
a level of high economic activity on state per capita income differentials, the 
factor measuring racial differences between states becomes the recipient of some 
of its negative effects because of the high intercorrelation between state differen- 
tials in race and agriculture. 

The fourth and final factor, Xs, median years of education of all males 25 
years of age or over in 1940, made very little gain in size in the 1948 correlation 
over the 1940. This is to be expected since the educational differentials between 
states are not affected in a short period by the level of economic activity. Con- 
sequently, it appears, as the analysis was made, that only the relationship 
of educational level to state per capita income differentials was unaffected by 
the very sharp change in the level of economic activity from 1940 to 1948. 


IV 


In conclusion these results still do not answer satisfactorily the question as 
to how the static character of these factors was, or will be, affected by changes 
in the level of economic activity, because the analysis against 1948 per capita 
incomes gives results, especially in the case of the first three factors (X2, X3, and 
X.) which are a confounding of the static and business cycle effects. The latter 
affects income directly and also the magnitude of the independents themselves. 
A more conclusive answer, however, cannot be accurately resolved until com- 
plete data for other years are included in the correlation analysis, and a fifth 
factor added for the level of economic activity. Since this latter influences the 


18 Vance has shown that the Southeast suffered less unemployment relatively than the 
rest of the country during the depression. See R. B. Vance, All These People: The Nation’s 
Human Resources in the South pp. 328-330. 
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size of at least three of the independents and perhaps their state differences also, 
and directly state per capita incomes logarithmically, the nature of the functions 
which will be required to accurately describe the correlation surface is unclear. 

The change in the value of X, (agriculture) from a large minus effect in a 
period of low economic activity to a small positive effect in a period of high 
economic activity was not unexpected in view of the greater flexibility which 
exists in the price of agricultural products than of non-agricultural products, 
which agricultural economists have been cognizant of since the early 20’s at 
least. This relationship extended implies that in the period of low economic 
activity the relative dominance of agriculture in a state’s economy determines 
to a large extent the downward pull on its income payments relative to other 
states and conversely during a period of high level economic activity. The fact 
that the prices of farm products lead the drop in prices in a depression and 
contrariwise in a boom suggests that more than a minor role may be played by 
agriculture in initiating swings in economic activity. The possible consequence 
of this finding to business cycle analysis both temporally and spatially deserves 
further intensive analysis. 


University of Virginia Joun L. FuLMEeR 
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A Reconstruction of Economics. By Kenneth E. Boulding. New York: John 

Wiley & Sons, 1950. Pp. xiii, 311. $4.50. 

Here is a book of such originality and pithiness that intensive study will be 
required before it can be properly assimilated and understood; and only a few 
highlights of its contents can be treated in the space here allotted. 

A Reconstruction of Economics, if not revolutionary, is definitely a major 
advance upon the theory of the firm and the new macroeconomics (whether 
Keynesian or Stockholm School in origin). Its author junks the highly deficient 
income-expenditure analysis of economic activity and develops a balance sheet 
or money-plus-other-assets analysis of the preferences of firms and households 
and, in turn, the effects of these preferences upon economic activity. By this 
approach and through a behavioristic attack upon price and income determina- 
tion he goes far towards breaking down the contemporary compartmentaliza- 
tion of micro- and macroeconomics, to bridge the gap between micro- and 
macro-analysis, that deceptive and unyielding frailty of Keynesian economics. 

To the extent that the author succeeds in bridging this gap, he moreover 
imparts to the Keynesian system those vital dynamic elements of microeconomics 
which give effect to changes internal to structure and aggregates, and to the 


changes in behavior of firms and households, under conditions of imperfections © 


of market and knowledge and of uncertainty and changing price expectations. 
The attack here is novel, although it has its heritage in the Sprague-Paton 
concepts of income, in the Stockholm School process economics, and in a healthy 
understanding of the shortcomings as well as merits of the Neo-classical School. 
And highly intransigent is the author’s return to a Classical view upon the 
of distribution, a macro treatment and to a degree ‘a rehabilitation of the 
wage-fund theory;” on this score alone, the voices of his critics will probably be 
the most strident. 

Nevertheless, the approach in general gets away from the highly positivistic 
behaviorism of the Keynesian revolution. If anything, it tends toa form of social 
behaviorism which, in this reviewer’s opinion, shall come to have significant 
value and broad application. The approach is also predominantly short-run in 
its setting and for that and other reasons, the theoretical framework is limitedly 
normative, except in the area of economic stabilization and the theory thereof. 
Yet, it is not so mechanistically behavioristic that its use can be driven to the 
far corners of an instrumentalistic view upon economic control. For the vagaries 
of the price system are carefully scrutinized and the author is insistent that they 
be further examined. By a reconstruction of the concept of capital and, through 
this innovation, an introduction into economics of the principle of conservation, 
he paves the way for a dynamic economics or even a dynamic general social 
science. On these grounds alone the book is an important contribution to method- 
ology. 

If there is a lack—albeit one which may be condoned—it grows from the 
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effort of the author to found his value theory on absolutely objective ground. 
This effort, no doubt some critics will contend, is carried tco far. Perhaps his 


_ concern to restate the meaning of capital and capital theory and the meaning 


of consumption and consumption theory, is what draws him in the direction of 
minimizing express utility considerations. To him want satisfaction is discovered 
not in consumption but in the enjoyment and utilization of goods and capital; 
and to him it is really characteristic of most individuals not to consume in the 
sense of destruction but to try to minimize consumption as far as possible. 

The deficiency of his theory of consumption, and hence his value theory, if 
it may so be termed, really grows out of a failure to distinguish properly among 
the planning of such utilization, the act of utilization of goods and capital, and 
the later assessment of the satisfactions actually derived from utilization, 
according to the plans laid down by the consumer before his acquisition of the 
goods and assets. To be sure, the author leaves the door open for an introduction 
of an equilibrium in terms of utility. He possibly would emphasize that the for- 
mal system of equations which then would be conceived might be of less value 
than the knowledge otherwise to be had about the character of the functions 
involved in the system. There are also times when maximization principles 
simply do not apply. 

A Reconstruction of Economics is one of the most challenging of writings 
since the late Lord Keynes startled the world. It is well worth study by Key- 
nesians and non-Keynesians alike. 


Emory University Ernst W. Swanson 


Intermediate Economic Theory. By Stephen Enke. New York: Prentice-Hall, 

1950. Pp. xx, 588. $4.75. 

The purpose of Professor Enke’s substantial and stimulating book is to serve 
as a textbook “for upper-division students majoring in economics or business 
administration.” It is written in a fluent and vivid style, the rigor of the abstract 
theoretical analysis being supplemented often with graphs and well chosen 
examples, thus rendering the exposition most gratifying. 

Before the author of a textbook in economic theory even decides the archi- 
tectural organization of his material, he must decide which of the prevailing 
schools of thought he will turn to for inspiration. Professor Enke is not hesitant 
about this for he seems to be a confirmed Keynesian. His stand on practically 
all major issues is therefore clear, and is bound to bring him as many brethren 
in arms as critics. His work presents a ubiquitous testimony of his strong con- 
victions and his ardent enthusiasm to reform capitalism along the Keynesian 
lines. 

The book is divided into six parts. In the first part the author develops the 
basic concepts of economic analysis; i.e. the firms, the households, the banks, 
the state, the factors of production, commodities, etc. He also discusses national 
income accounting concepts and the welfare significance of technological, fiscal, 
and population changes upon the national product. Part two is an excursus of 
mouetary theory. The analysis is penetrating and the students will find in this 
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part a splendid exposition of the expansion and contraction of the flow of pay- 
ments, as well as a clear statement of the quantity theory, the cash balance 
approach, and the commodity theory of money. 

The third part is devoted to the determination of national income, and in 
about 100 pages the author succeeds in giving us a masterly presentation of 
Keynesian aggregative economic analysis. Professor Enke with great talent re- 
peats the well known Keynesian dicta that ‘the equilibrium income is that 
national income at which intended savings equal intended investment,” that 
the so determined income may be coupled with considerable involuntary unem- 
ployment, and that the state should therefore supplement private with public 
investment to secure full employment conditions. He then proceeds to examine 
the familiar tools of Keynesian analysis; the marginal efficiency of capital, the 
marginal propensity to consume and save, and the investment function. In 
connection with this last function Professor Enke seems to believe that “interest 
plays a considerable role in determining the rate of investment.” The P. J. 
Franklin Ebersole Study in the Harvard Business Review, 1938, and the H. D. 
Henderson and Reade and Andrews studies in the Oxford Economic Papers, 
1938, do not seem to substantiate this thesis, and it has been abandoned even 
by such an ardent Keynesian as Klein in his Keynesian Revolution. 

The fourth and fifth parts are devoted to price determination along Neo- 
Chamberlinian lines and to the pricing of the services of the factors of produc- 
tion. The presentation is lucid and attention is paid to monopolistic competi- 
tion, price discrimination, and other imperfections of the markets as well as 
to the theory of pure competition. The book is completed with part six in which 
the author presents his own weltanschauung. Laissez faire capitalism is condemned 
on the grounds that it gives rise periodically to mass unemployment, to an un- 
equal distribution of income, and to monopolistic imperfections. A system of 
free economy with “government help” is advanced as a “more satisfactory” 
alternative. 

The main shortcoming of this otherwise excellent book lies in the summary 
treatment it gives to neo-classical general equilibrium theory. Professor Enke 
not only delegates ‘classical theory” to a “special case of the more general 
theory of today’? by which he means the neo-Keynesian theory he supports, 
but he also accuses the neo-classical thinkers of a number of errors which it is 
doubtful were ever committed. Thus on page 166 he asserts that classical think- 
ers “ignored” income in their analysis of the savings and investment process. 
Can Walras or Pigou be accused of a similar misdemeanor? These indiscretions, 
although not condoned, are but trivial slips and in no way mar a most stimu- 
lating treatise, one which will prove of great value to the professional economist 
as a textbook. 


University of Miami GrorGE JoHN MALANnos 


Monetary Policy for a Competitive Society. By Lloyd W. Mints. New York: 
McGraw-Hill Book Co., 1950. Pp. ix, 236. $3.00. 
Professor Mints is a man from whom we do not hear as often as one would 
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like. The present work, therefore, is sure to receive a wide welcome among 
economists for whom it was primarily written not only for the clarity, pungency, 
and gentle provocativeness of exposition characteristic of Professor Mints but 
also because of the appositeness of this much be-deviled subject. 

For over two decades our economic system, despite departures in detail from 
the ideal competitive society of the classical economists, but which still retains 
the general outlines of such a society, has been subjected to unparalleled strain 
arising from cyclic disturbance and war. It has come to be widely believed that 
a competitive society is inherently so unstable that it is pretty much a matter 
of wishful thinking to believe that it any longer possesses the power of self- 
restoration of equilibrium after its more extreme fluctuations. It is, therefore, 
widely believed that the system can be made to work at all only by means of 
government intervention and by the use or, as Professor Mints would hold, the 
misuse and abuse of the monetary system. 

The author takes sharp exception to this contemporary judgment. He con- 
tends that the competitive society does possess the power to achieve internal 
equilibrium provided it is properly implemented with a stable monetary system. 
It has been the instability of the monetary system that has either created the 
more violent fluctuations in the level of business or it has greatly magnified 
such fluc tuations as would otherwise remain. Monetary stability is therefore 
looked upon as an essential condition for the continued existence of a competi- 
tive society. 

The instability of money arises partly from the historically fortuitous cir- 
cumstance that commercial banks, operating on a basis of fractional reserves, 
have come to exercise what is really a governmental function, namely, increasing 
or decreasing the total stock of money. The pernicious working of the fractional 
reserve system has been further aggravated by the modern practice of putting 
the control of the stock of money in the hands of an authority exercising dis- 
cretionary powers over monetary policy. 

It is this latter arrangement that is the main target of Professor Mints’ 
argument. He contends that monetary policy should not be left to the discre- 
tion of anyone, at least with respect to the direction that action takes. It should 
be a matter of legislative rules, or criteria, what action should be taken and when. 
The pros and cons of various criteria are discussed but the point is made that 
any criterion is better than none at all. Only when men’s expectations are based 
on the sure knowledge of what monetary policy is going to be under given con- 
ditions are they likely to act in such a way as to re-establish equilibrium. 

This is the barest outline of Professor Mints’ argument but it will have served 
its purpose if it directs the reader to the book itself with its well-thought-out 
discussion of the many collateral issues. The book is directed, as the author says, 
primarily to economists in the hope that some sort of consensus within the pro- 
fession may be forthcoming on the issue here raised. Only when confronted by 
such a consensus can political leaders be expected to take the necessary steps 
to implement a monetary policy that will give the competitive society a chance 
of survival. The reviewer must confess to some scepticism both with respect to 
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achieving such a consensus among economists and to the following of such a 
consensus by political leaders even if it were achieved. 
Federal Reserve Bank of Atlanta Earte L. RAvBER 


Private Enterprise and Governmental Planning: An Integration. By Theo Suranyi- 

Unger. New York: McGraw-Hill Book Co., 1950. Pp. xiii, 389. $4.50. 

This book represents a great deal of spade work devoted to an attempt to 
open up new avenues of economic analysis based upon the distinction between 
private and collective gratification of economic wants. Rather than condemning 
the partisans of the Right or of the Left, the author seeks principles upon which 
to determine the mixture of private enterprise and governmental planning 
which may best meet the objectives of society. 

The textual part of the book is divided into two parts. In the first part the 
author reviews the nature of wants, classifying individual, social and collective 
wants. The motives for planning are re-examined; they are grouped under such 
reasons as reproduction, religion, political concentration, national conglomera- 
tion, class organization and occupational grouping. Also in the first part the 
principal characteristics of individualistic and collectivistic economies are classi- 
fied for purposes of the study. The author then commences a statistical survey 
of the trend toward collectivism and the problems involved in measuring it 
quantitatively. For this he relies on the familiar figures for national product and 
its constituents. By classifying expenditures as private or collective, he is able 
to illustrate shifts between collectivism and reprivatization between 1913, 
1921-22 and 1929. The Great Depression then shows a further shift to col- 
lectivism, as does World War II, with the expected reversion between 1945 and 
1949. Scatter diagrams used in the nature of indifference curves graphically 
illustrate the substitution of collective for private want-satisfaction in 1941-45 
and the reverse in the succeeding years. 

A considerable amount of Part One (which contains 250 pages) is devoted to 
a philosophical re-examination of many concepts usually more or less taken 
for granted. Thus, there is a review of the meaning of welfare, the problems of 
measuring welfare, the uses of income statistics, and the like, as well as the 
reference and classification of wants and methods of gratifying them mentioned 
above. Part One ends with suggestions as to how the concepts of collectivized 
institutions and different degrees of collectivization may contribute to the 
analyses of supply and demand, production, distribution and other familiar 
economic areas, in somewhat the same way as did the introduction of the con- 
cepts of imperfect and monopolistic competition. 

Part Two, only about 50 pages long, the author calls “theoretical perspectives 
of the economic structure.” Here the author attempts to generalize the “quanti- 

tative relationships underlying the processes of economic integration”, and the 
problems of measuring private, as compared to collective, economic activities 
is taken up in abstract terms. The argument is also presented in a mathematical 
appendix. There is a useful and rather lengthy selected bibliography. 

The book is likely to stimulate a considerable amount of discussion concern- 
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ing both the theoretical problems involved and the statistical problems of 
measurement that are raised. 


Simmons College WELDON WELFLING 


Social Economy and the Price System: An Essay in Welfare Economics. By 
Raymond T. Bye. New York: Macmillan Co., 1950. Pp. viii, 356. $3.50. 
This book is a study of the functions which prices perform in the economic 

process, and of how tie functioning of the price system can be improved by 

better institutional arrangements. It is a combination of theoretical, institutional, 
and welfare economics. It represents the mature thought of a “‘traditional’’ 
theorist who has been profoundly influenced by the Great Depression and World 

War II. 

The social function of the economic process, begins Professor Bye, is to econo- 
mize in the use of the scarce means of production so that they will go as far as 
possible toward satisfying human wants or needs. Basic criteria are established 
by which the degree of our success in the pursuit of “social economy” can be 
tested. These criteria pertain to the selection of wants, the division of income, 
present and future needs, the quantity of production, and the efficiency of pro- 
duction. Most of the book is a qualitative analysis which seeks to show how far 
an economy guided by prices tends to give effect to these criteria, in what 
directions it tends to depart from them, and the lines along which closer con- 
formity between the economic process and economic welfare might be attained. 
A chapter is devoted to each of the criteria and to the principles by which the 
social economy can meet the criteria. In addition there are chapters on market 
and normal prices, problems of price regulation, and pricing in collectivism. 
Though in general the author takes the neoclassical position as a point of de- 
parture, he has not overlooked the contributions of Keynes, recent socialist 
theorists, and others. 

Professor Bye does not look upon the price system as an end in itself, but as 
a means to an end—as a guiding mechanism. For example, after tracing govern- 
ment price intervention on behalf of consumers and producers, and on behalf 
of stability and order in wartime, Bye speculates whether in peacetime we could 
direct the economy more satisfactorily by a program of direct governmental 
control, than by depending on the guidance of prices. In a nicely written final 
chapter on collectivist pricing, the author honestly inquires whether some sys- 
tem of economic guidance other than a price system is possible, or even prefer- 
able, in guiding economic activity. - 

This book presents a well-organized, lucidly-written intellectual smorgasbord 
from which the intelligent laymen, as well as the economist, may select interest- 
ing discussions of the theory of consumer demand, interest theory, the theory of 
consumers’ surplus, cost theory, the theory of employment, and monetary theory. 
The general conclusion of the work seems to be that the price system ‘“‘would 
function satisfactorily if the institutional setting in which it operates could be 
improved” (p. 284). Several interesting suggestions are made for the improve- 
ment of the institutional setting, many of which have been previously published 
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by the author. The most interesting to this reviewer (and it would require a 
separate review to give adequate treatment of it) is his plan to achieve ‘“‘neut-al’”’ 
money and thus, together with the adoption of the 100 per cent reserve, rule out 
what is regarded as outstanding defect in the institutional structure. The reader 
almost certainly will enjoy Bye’s incidental discussions of technological un- 
employment, price inflexibility, farm price policy, and pricing in Soviet Russia. 
Here is a fruitful source for readings in applied economics. A well-done “theory” 
chapter takes the traveler on a tour through the maze of interest theories and 
ends up with an amalgam of all of them. Bye’s attempts to harmonize Key- 
nesianism with neoclassicism will not satisfy either school of thought but repre- 
sents the type of synthesis we shall all have to make for the good of the science. 

It is regretful that more economists cannot write like Professor Bye. This 
thoughtful analysis will be widely read and widely used—as much for the style 
as for the content. 

Utah State Agricultural College LEonaRD J. ARRINGTON 


Economic Ideas: A Study in Historical Perspectives. By Ferdinand Zweig. New 

York: Prentice-Hall, 1950. Pp. 197. $3.00. 

In this thought provoking little book the author employs the principle of 
relativism in analyzing and interpreting the development of significant economic 
concepts and theories. He thinks that we must evaluate idealogies in terms of 
the conscious and unconscious influences affecting the motivation of the eco- 
nomic theorist rather than in terms of logically correct concepts valid for all 
time and places. After all, Jogical conclusions are circumscribed by the premises 
upon which they rest. 

Particularly interesting to the reviewer in the light of the present world crisis 
is the author’s interpretation of the contributions made by Lenin to Marxist 
theory and practice. Professor Zweig cites Lenin’s Imperialism the Highest 
Stage of Capitalism to show how the Russian writer advanced his theory of 
capitalistic imperialism in order to explain the failure of the Marxist increasing 
pauperization theory to correspond with the historical facts of capitalist develop- 
ment. According to this view, progressive pauperization of the workers under 
technically developed western capitalism has been arrested because the pro- 
letariat in western countries have been allowed to share in the economic ex- 
ploitation of the backward eastern countries. The author also notes the element 
of voluntarism in Lenin’s writings as contrasted with the strict determinism of 
Marx. 

Almost equally interesting is the author’s comparison of the Marxian system 
of economic thought with that of John Maynard Keynes. In the comparison 
Keynes plays the relatively conservative role. The author says (p. 80) “Keynes 
is the doctor of capitalism; Marx is its gravedigger.” 

In Chapter IV, “The Doctrine of Planning,” Zweig adopts the interesting 
view that in the light of the more or less inevitable trend towards ‘Planned 
Economy” the economists of the future will have to abandon their complete re- 
liance upon amoval quantitative, monetary evaluations in favor of more qualita- 
tive distinctions between alternative lines of production. 
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Professor Zweig professes a very limited and qualified adherence to historical 
determinism (pp. 84-85). However, he warns economists against any too specific 
and concrete prophecies concerning future trends. In this connection he reviews 
the failure of some of the economic theorists in the field of prophecy and the 
reasons for those failures. 

As regards the population problem, instead of finding Malthus to be wholly 
outdated, the author adopts what seems to the reviewer to be an essentially 
balanced and objective position. In low income countries or strata the Malthu- 
sian hypothesis may prove to be quite valid; in high income countries or strata 
decidedly less valid (pp. 110-111). 

The book concludes by stressing the need for the development of international 
cooperation and the role which the economist can play in serving that need. 

All things considered, the book embodies the thought of a genuine, but sane 
and balanced progressive. 

Mercer University A. B. ANTHONY 


The International Economy: Its Structure and Operation. By P. T. Ellsworth. 

New York: Macmillan Co., 1950. Pp. xx, 922. $5.50. 

Professor Ellsworth calls his new text a “successor” to ‘Ir.ternational Eco- 
nomics,”’ his well-known earlier book on the subject. For methodological reasons, 
a mere revision of the original volume would not have achieved the author’s 
purpose. Ellsworth takes issue with the traditional metuod of presenting the 
subject, the method followed in the earlier book but siandoned in its “successor.” 
In the conventional treatment, the author submits, the attention is usually 
centered about a statement of currently accepted theory, followed by an evalua- 
tion of contemporary trade policies in terms of the abstract principles and con- 
cepts that make up the doctrine of international trade. The new approach which 
the author seeks to pursue is to present international economic relations in their 
historical setting and dynamic development by tracing the changing political, 
economic, and social forces which have shaped the international economy over 
the last five centuries, influenced economic thought, and determined commercial 
policies. 

The treatise is, therefore, essentially historical and descriptive. This does not 
mean, however, that it lets down on analysis. The accepted body of international 
trade theory is restated; its basic tenets, with some qualifications, are main- 
tained; the tools of analysis are sharpened. The restatement of theory in full is 
brought in at an early stage of the historical account—following the initial 
chapters on Mercantilism and the transition to Laissez-faire—a procedure 
which, the author admits, ‘involves a departure from chronological consist- 
ency.” It also implies that, in the eyes of the author, subsequent events and 
changes in economic climate have not basically affected the validity of the classi- 
cal doctrine. In contrast to this procedure, the operation of the foreign exchanges 
is discussed in historical perspective at separate places: the exchange mechanism 
under the gold standard in connection with the account of 19th century British 
preponderance in international economic affairs; its functioning under incon- 
vertible paper currencies as part of a situation which resulted from the collapse 
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of the international trading system in the 1930’s. A picture of the post-war world 
with its manifold reconstruction problems, short-run and long-run, concludes 
the story of the structure and operation of the international economy. 

The book has much to commend itself. Cizarly and vividly written, it is gen- 
erally quite superior to its older brother. Apart from surpassing it in depth of 
perspective, the book, in many respects, has greatly benefited from the use of 
the historical method. This is especially true for most of the analytical chapters 
as the author has taken pains to render abstract principles and concepts more 
lucid and real by an abundance of historical illustrations. 

Yet the question may well be asked as to whether the historical approach has 
carried the author far enough in the intended direction—away from the con- 
ventional treatment in the field. If one of the main implications of using the 
historical method is to convey a greater breadth of information, and thus a 
greater depth of grasp, the answer is in the affirmative. Naturally, the broaden- 
ing of descriptive material creates, within the limited frame of a text, important 
gaps in other respects, particularly in the treatment of commercial policies. The 
author is aware of the fact. But would not a relegation of much of the factual 
background to economic history courses solve the problem? If historical per- 
spective likewise implies that the basic tenets of a given period reflect the funda- 
mental economic and social conditions which obtain and endure in that period, 
then there is room, it seems, for some doubt as to whether the author has actually 
moved much away from the conventional treatment. His reluctance to relin- 
quish any of the basic tenets of the classical trade doctrine is surprising in view 
of the historical lesson that the 1930’s have taught, when exclusive reliance 
upon resolving international maladjustments through the price mechanism dis- 
rupted the international economy and swept away democratic governments in 
many parts of the world. Is there not growing recognition today that many of 
the instruments of control, which are anathema to the author, while originally 
devised to meet the emergency of a disorganized trading system, have now been 
developed as weapons for stabilizing national economies and, as a result, the 
international economy? And does not the recent British experience show that 
their judicious use may create conditions which promote and accelerate « return 
to a multilateral system of payments rather than having a deleterious effect 
upon international economic relations? 

Guilford College J. Curt Vicrorius 


The Economics of Pulp and Paper. By John A. Guthrie. Pullman: State College 
of Washington Press, 1950. Pp. xi, 194. Paper, $1.50. Cloth, $2.50. 

Readers of this Journal will recall that the expansion of the sulphate pulp and 
paper industry in the South during the 1936-1940 period was the most out- 
standing industrial development that occurred in the region since the advent of 
the textile mills. According to this reviewer’s findings in 1940 the cause of this 
development was the cost advantage of the South in the production of sulphate 
pulp, paper and board. Industry officials have concurred in these findings. 

Students of industrialization will be interested in Professor Guthrie’s excellent 
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study of The Economics of Pulp and Paper and in particular in the following 
selected conclusions: 

‘Pacific Coast mills have in recent years increased considerably their output 
of sulphate pulp, and appear to be able to manufacture at about the same or 
slightly lower cost than southern mills. Southern mills, however, are much 
closer to large eastern markets; consequently, they have an appreciable trans- 
portation advantage.” 

‘“‘A comparison of cost data for standard kraft wrapping paper indicates that, 
on the average, Pacific Coast mills have a slight advantage over southern mills. 
The lower manufacturing costs of Pacific Coast mills, however, are offset, to a 
considerable extent, by higher costs of transportation to market. If the western 
mills can retain their present advantage, there is some likelihood that they can 
expand their sales of kraft wrapping paper in the Middle West and on the 
Atlantic seaboard in competition with that produced in the Lake States and in 
the South.” 

“Tn the production of paperboard from virgin pulp, the Pacific Coast and the 
South have appreciable cost advantages over other areas. This advantage is 
slightly greater for the Pacific Coast than for the South, but is reduced for 
both areas, particularly the Pacific Coast, because mills are located far from 
large consuming centers.” 

“On the whole, the realized and projected expansion plans show that the need 
for and ability to produce more pulp and paper on this continent are likely to 
continue strong. The largest increases are expected for sulphate pulp and paper- 
board—these to occur primarily in the Southern States.” 

The Economics of Pulp and Paper includes a study and analysis of : the history 
of the industry, pulpwood supply, manufacturing processes and production 
trends, consumption, international trade, marketing and transportation, prices 
and price policy, labor relations, wage rates and labor costs, pulpwood and wood 
pulp costs, regional differences in costs of producing paper, and costs and profits. 
A final section of 15 pages contains an excellent summary and statement of 
conclusions for those who wished to be briefed on the industry. Students of 
industrial case studies who rely on this latter section alone will deny themselves 
the benefits of a scholarly work. Students of theory will have to dig deep in the 
main body of the work to find the “noted” facts when data tend to support or 
disprove theoretical assumptions or conclusions; e.g., “Although the evidence 
in this case is much too limited on which to base general conclusions, it never- 
theless casts considerable doubt on the commonly held assumption that business 
firms operate to maximize profits.” 

The author is of the opinion that at this stage of our economic ential, 
there is a need for emphasis on the study of economic problems and trends of 
individual industries as only through a better understanding and appreciation 
of business problems can the economists hope to grapple successfully with the 
problems of micro- and macro- economics. Professor Guthrie found a serious 
dearth of information on many phases of the economics of the pulp and paper 
industry, and he believes that much is to be gained from a wider dissemination 
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of information by business firms, trade associations, and government agencies. 
“In this way the economist and the businessman can more effectively cooperate 
in solving the problems which are their joint concern.” 

Having plowed much of the same ground over a decade ago, this reviewer 
would conclude that the fields are much more fertile now. At that time data 
were very scarce and industry cooperation limited. Recently renewed associa- 
tion with businessmen in the pulp and paper industry found these men search- 
ing for academic help in the solution of complex problems and complaining 
because much research of the type of Professor Guthrie’s is unknown or unavail- 
able to them. The conclusion is logical that the economist and the businessman 
should be, and in many instances already are, traveling a two-way street toward 
the same goal in the solution of “problems which are their joint concern.” 

University of North Carolina Ours T. Movzon 


The American Cigarette Industry: A Study in Economic Analysis and Public 
Policy. By Richard B. Tennant. New Haven: Yale University Press, 1950. 
Pp. xxvi, 411. $5.00. 

This is a painstaking effort to account for the structure of the cigarette in- 
dustry and the policies of the major manufacturers. Besides throwing more 
light on oligopolistic behavior, Professor Tennant endeavors to assess the need 
and possibilities for reform. His study is timely since, as with A & P, the Anti- 
Trust Division logically might follow a criminal conviction with a civil suit for 
remedial action. The industry affords an attractive opportunity for the study 
of oligopoly, as it is simple and comparatively well-documented. In contrast 
with many industries, the manufacture of one brand of a single product has 
accounted for the great bulk of the business of each of the major companies. A 
great fund of pertinent information has become available through administra- 
tion of the excise, investigation by government agencies, and considerable litiga- 
tion. With a thorough, unemotional treatment, the result is an industry study 
that deserves wide attention. 

The first quarter of the book is given over to a history of the industry. Next 
follows an extended treatment of the demand for cigarettes, the production and 
marketing of leaf tobacco, and the manufacture and distribution of cigarettes. 
Concentration within the industry is attributed to the nature of the demand for 
cigarettes. Professor Tennant is satisfied that small producers can acquire raw 
tobacco on as favorable terms as large firms, and that efficient manufacture is 
possible on a relatively small scale—that there are no significant manufacturing 
economies in large scale production. Competitive advertising or ‘‘punitive price- 
cutting” is another matter, as the advantage is with the firms possessing large 
financial resources. As might be expected, purchases of particular brands are 
sensitive to advertising and to differences in retail price, even though the total 
demand for cigarettes has very little price elasticity and is not correlated with 
the current volume of advertising. 

Having described various aspects of market structure, Professor Tennant is 
ready to delineate and account for the policies of the major companies with re- 
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spect to consumers, distributors, farmers, the smaller cigarette manufacturers, 
and with respect to each other. (Relations with organized labor are a regretable 
omission.) He has grappled with the significant issues and done an effective job 
of marshalling the evidence relevant to each point. The generalizations drawn 
from this evidence frequently are unacceptable to this reviewer, although some 
difficulties may be a matter of definitions and phrasing. It is Professor Tennant’s 
main position (and on point after point it is argued convincingly) that the 
actions of the major companies can be explained without assuming that their 
representatives met together and devised a common course of action, but that 
“consciously cooperative behavior is inherent in the market structure.” Is then 
a revision of market structure in order? For three decades, but not the most 
recent one, profits of the large manufacturers have been more than double the 
competitive level, and these firms have demonstrated their power to check the 
growth of rivals. 

The modest recommendations should disabuse anyone inclined to set this 
down as a crusading book. Of the two alternative industry structures recognized, 
government regulated monopoly is rejected on the familiar grounds that effi- 
ciency would deteriorate and management would become less responsive to 
consumer wishes. Professor Tennant also rejects his other alternative, which 
is to replace the present firms by 50 or more small companies. With such an 
arrangement a 25 per cent increase in distribution costs, which he views as not 
unlikely, would consume the revenues that in the past have yielded monopoly 
profits, and lower advertising expenses would be highly problematical. He does 
approve a modest limit on advertising expenditures and a change in the excise 
from a specific to an ad valorum basis. Professor Tennant is impressed by the 
restraint with which the major manufacturers acted after the criminal case first 
reached the courts. Constant readiness of the government to bring a similar 
action, he concludes, is the one condition most likely to promote the public 
interest. 

University of North Carolina Frank J. Korrke 


From Wealti. to Welfare: The Evolution of Liberalism. By Harry K. Girvetz. 
Stanford, Calif.: Stanford University Press, 1950. Pp. xiii, 323. $5.00. 
Apparent purpose of this book is to depict the nature of “liberalism.’”’ The 

book is divided into two inter-related yet contrasted parts. Part one presents 

the author’s concept of the unique formulation of classical liberalism in the 18th 
and 19th centuries. The approach is a broad one, indicating, first the basic 
psychological assumptions and, then, the political and economic attitudes: of 
these classical thinkers. The numerous facets of classical liberalism are indicated 
by examples drawn from such diverse sources as John Locke and “Esquire.” 
While the author’s concept of classical liberalism is essentially sound, to give 
emphasis to his conclusions, he frequently quotes (only) the extreme, unquali- 
fied expressions of these thinkers and their present advocates. Differences 
between classical liberals concerning the meaning of such concepts as value, 
capital, and profits are not investigated. Only one of the six chapters of part one 
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deals directly with the economic concepts of classical liberalism. And this chapter 
is hardly more than a short summary of certain generalizations on division of 
labor, the role of competition, etc., known to any student of elementary eco- 
nomics. 

Part two expresses (a) an attack upon the basic assumptions of classical 
liberalism and (b) the author’s concept of “‘contemporary liberalism.”’ Without 
careful reading, the uninitiated is led easily to the conclusion that the assump- 
tions of the classical liberals are completely false. For example: the classical 
assumption that labor effort is a function of the expected quantity of real re- 
muneration is “destroyed” by one citation from an emperical study by Edward 
Sapir to the effect that the Andamanese, who need not labor, do so because of a 
spirit of emulation. This is followed by a short quotation from John Dewey to 
the effect that the psychological assumptions of the classical liberals are com- 
pletely exploded. Admittedly, there are many diverse motives for labor effort. 
But this creates a needed modification and amplification of the classical assump- 
tion. This reviewer, however, fails to see how the conclusion of this one emperi- 
cal study (about a different race in a different institutional climate) “destroys” 
the classical assumption. The example is indicative of the type of analysis in 
this part of the book. 

The author’s concept of contemporary liberalism, in its practical aspects, is 
summarized in chapters 12 and 13. They are dogmatic restatements of the 
“Fair Deal” program in America and the Labour party’s program in England. 
Any possible negative effects of these variants of the “welfare” state upon the 
lower income groups are not indicated. There is, for example, no mention of the 
fact that additional extention of the “Fair Deal” program will mean that a 
major portion of the required funds must come from taxes collected from the 
lower income groups or through an inflationary action affecting these same 
groups. Also, the political difficulties of obtaining a cyclically balanced budget 
are not carefully examined. Without such a balance the state may expand the 
size of the political economy simply to secure sufficient funds to maintain 
increasing interest payments on the national debt. 

The book was apparently intended for consumption by the intelligent layman. 
This reviewer, therefore, suggests that the occasionally flowery language, use of 
rhetorical questions, and numerous (61) quotations in fine print either be elimi- 
nated or reduced to a minimum. Replacement of many quotations by simplified 
tables and graphs, which would present the required emperical proof, should 
enhance the fundamentally correct thesis of this book. 

Washington and Lee Hueu K. Hawk 


The Concept of Ethics in the History of Economics. By Joseph F. Flubacher. 

New York: Vantage Press, 1950. Pp. ix, 460. $5.00. 

The manuscript of this volume was originally presented by its author as a 
doctoral dissertation. It reflects the results of a prodigious amount of reading 
and research and (by what the author admits is “rather profuse citation’’) 
preserves in condensed form an exceptionally valuable and detailed list of 
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references. Chapter V, for example, calls for no less than 243 footnotes—all of 
them, fortunately, at the end. Altogether there are approximately 1,500 specific 
references and 18 full pages of bibliography. 

After a brief introductory chapter, there follows a comprehensive and thor- 
oughly scholarly investigation into (1) the concept of ethics which has been 
manifest in the various “‘schools” of economic thought prevailing at one time 
or another in the history of economics and (2) the particular influence which 
ethical ideas and ideals have had on economic thought. The succeeding chapter 
headings indicate the scope and division of the inquiry:—“Ethico-Economic 
Ideas Before the Rise of the Science,” ‘“The Transitional Period,” “The Founders 
of Econozaies,”’ “The Classical School,” “Reactions and Dissents from Classi- 
cism,” “The Socialists,” “Historism and Marginism,” ‘American Economic 
Thought,” “Contemporary Economic Thought.” There is a final chapter (No. 
XI) entitled “Summary and Conclusions.” 

Throughout the book there is a conscious effort to “sift the grains of ethics 
from the sand of economics” and to examine “the historical conception of the 
nature of their relationships.”’ As is to be expected, there is no consensus among 
economists concerning the relationship of ethics and economics. On the one hand, 
there is the view expressed by Ely, ‘co-founder of the American Economic 
Association and sometime dean of American economists,” that ‘‘we who have 
resolved to form an American Economic Association hope to do something 
toward the development of a system of social ethics” (p. 344). On the other 
hand, one of the Association members during a Round Table Conference on 
Economics and Ethics, sponsored by the Association in 1921, declares bluntly 
that economics is a mathematical science dealing only with what is and that the 
skilled theorist should not ‘‘waste his energy” in attempting to apply these 
principles, “when men of weaker mental fibre” may perform this task far better 
(p. 365). Another economist, at the same conference, expresses it as his opinion 
that ‘‘the economist should be ethical but not his science” (p. 364). 

The author notes “three major trends, with many variations in minor key” 
(p. 439). These are as follows: (1) a weidiug of the two disciplines so that they 
are no longer distinct, (2) a conscious and deliberate effort to expunge from the 
‘purely positive science” of economics any taint of ethics, and (3) an over- 
whelming body of opinion which has allowed for both ‘normative and descrip- 
tive elements in economics but with some considerable range and variation in 
the emphasis of one over the other.”’ His “conclusions,” contained within the 
last three pages of the book, are essentially these: (1) “If economics is to be 
something more than econometrics, it must be in part ethical’; (2) for econo- 
mists to refuse to express themselves as to what should be “‘would appear as spe- 
cialization and departmentalization gone to seed”; and (3) frank and open dis- 
cussion of ‘‘value premises and criteria”’ is in the final analysis more scientific than 
running the risk of hidden biases “lurking beneath a facade of scientific purism.” 

This reviewer, after many hours of pleasant and profitable reading, temporarily 
lays the book aside with a renewal of an earlier conviction that, historically, 
there has always been some “‘concept of ethics” in the “history of economics,” 
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and that Professor Flubacher has done a thorough job of reporting the time, 
place and nature of these concepts and of identifying them for future reference. 
One does not find in the book, however, any satisfactory answer to the age old 
inquiry: ‘“How sound, economically, are the highest and best (?) teaching of 
ethics?” or “How sound, ethically, are the activities of a rational economic 
being?” 

Clemson College G. H. Aut 


Taxes, the Public Debt, and Transfers of Income. By Donald C. Miller. Urbana: 
University of Illinois Press, 1950. Pp. xi, 153. Cloth, $3.00. Paper, $2.00. 
This volume is a study “concerned with the determination of one phase of 

the burden” of the debt of the federal government. It is confined to the year 

1945 and seeks “to determine the effect of the federal tax structure and the 

public debt structure upon the flow of income in that particular year.” 

In view of the size of the public debt and the uncertainty of its economic 
implications the author regards it as “important to know if the collection of 
taxes to service the bonds and the interest payments on these bonds result 
merely in a pocket to pocket transfer among the same individuals, or if this 
transfer is from the pockets of one group to the pockets of another group.” 
Specifically, two questions are raised: Who pays the taxes? Who owns the bonds 
and therefore receives the interest on these bonds? And a further question is 
involved: Is the debt structure and tax structure of such nature as to lead to a 
re-distribution of income? 

In measuring these questions, the author goes into a detailed analysis of the 
shifting and incidence of the various federal taxes. And here he gets into a 
difficult and controversial field where any assumptions and conclusions are sub- 
ject to criticism and modification. For example, a nice allocation of social security 
taxes of one-third each to employer, employee and consumer may be convenient 
and simple, but it is open to obvious objections even for a one-year period. 

In the allocation of bond interest to investors and money income classes, less 
difficulty is experienced. In this field the data are more authoritative and com- 
plete. 

The conclusions of the study are interesting, but not of any unusual sigaifi- 
cance. The comparison of the tax and debt structures shows that the progres- 
sivity of the two was about the same. Under the assumption that all corporate 
taxes are borne by the stockholders, almost 56 per cent of total taxes was paid 
by the upper income group while 59 per cent of total interest payments was 
received by this income group. Under another condition where one-third of the 
taxes was assumed to be shifted forward to the consumer, 50 per cent of the 
taxes was paid by the upper income group as compared with 59 per cent of 
interest payments received. And as the author points out, “by changing the 
assumptions used in the allocation of the taxes and the debt among income 
classes, different progressivities could also be obtained.” 

In general the data show that there was a transfer of income from low income 
groups to high (above $5000) income groups but that the size of the transfer 
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was not great and, “thus the public debt apparently was not a very important 
factor in connection with the redistribution of income in 1945.” 

The study is a careful, painstaking and well documented piece of work. It 
was first submitted to the Graduate College of the University of Illinois as a 
doctoral dissertation, and it has the expected characteristic of such efforts—it 
is not easy reading. The author selected a small area and cultivated it thoroughly. 
In the reviewer’s opinion, he has done a first-rate job. He has produced a work 
that students of public finance and fiscal policy will want to consult. 

University of South Carolina S. M. Derrick 


The United States and the Restoration of World Trade. By William Adams Brown, 

Jr. Washington: Brookings Institution, 1950. Pp. xiii, 572. $5.00. 

This study of an important aspect of the economic foreign policy of the United 
States is concerned primarily with the General Agreement on Tariffs and Trade 
and the Charter for an International Trade Organization. It is divided into four 
parts covering, respectively, the origins of the two instruments, their negotia- 
tion, their content and implications, and an appraisal of them as instruments of 
United States policy. An analytical arrangement of the text of the Charter is 
provided in a lengthy appendix. 

Following the introductory chapter, part one deals first with the two aspects 
of United States foreign trade policy as reflected in the Trade Agreements pro- 
gram on the one hand and the international aspects of the country’s agricultural 
policy on the other, second with the efforts to reconstruct world trade in the 
interwar period, and third with the emergence of a multilateral approach follow- 
ing 1941. In part two the various factors in the negotiation of the instruments 
are treated at length in chapters on the work of the preparatory committee in © 
London, New York, and Geneva and 1 of the Havana Conference. Part three 
considers the objectives and guiding principles of the Charter, the provisions 
of the Geneva Agreement and its relationship to the Charter, international coop- 
eration under the two instruments, the relationship between them and the 
United Nations system, and the relationship between them and European eco- 
nomic problems. 

The author’s appraisal in part four of the Agreement and the Charter in terms 
of commitments and escapes, including employment and national security 
policies, is followed by a consideration of the criticisms made by some Americans 
to the effect that the Charter is primarily a codification of malpractices, a victory 
of economic planning, and a sacrifice of American principles and interests. In a 
final chapter the author considers the four alternatives open to the country if 
the Charter is rejected. 

The book provides a detailed and exhaustive analysis which should prove 
particularly useful for those in the field of international trade whether or not 
they are in agreement with the author’s generally favorable attitude toward 
American policy up to the present time. 

Florida State University ALFRED BoRNEMANN 
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Economic and Industrial Geography. By A. M. Nielsen. New York: Pitman 

Publishing Corp., 1950. Pp. xxiii, 728. $6.75. 

In this book Professor Nielsen attempts to present to the student a fund of 
information which, he hopes, will promote a better understanding of present-day 
economic problems confronting the world. Ten of the 25 chapters deal with 
physical geography, comprising about one-fourth of the 728 pages in the book. 
Thirteen chapters deal with commodities and two with manufacturing and 
trade. The reader is favorably impressed by several mechanical aspects of the 
book. Paper is of excellent quality and the type is easy to read. Few textbooks 
are as amply illustrated with suggestive pictures as this one. Review questions 
and problems for discussion are found at the end of each chapter. Ten pages of 
bibliography and selected references provide for additional reading. While the 
index is not long, it appears to be adequate. 

Professor Nielsen recognizes that his book is too long for a one-semester 
course and suggests that certain chapters might be omitted. The result appears 
to be an outline that is neither physical nor economic geography. Several im- 
portant commodities would be slighted in this case, such as iron and steel, sugar, 
and wool. These products are of international significance and should be in- 
cluded. The inexperienced teacher would undoubtedly have trouble in outlining 
the text material. Topic headings are not used and this could easily lead the 
young teacher to place emphasis improperly, emphasizing the facts rather than 
the significance of the facts in terms of human life and welfare. Professor Nielsen’s 
book is packed with data which describe but which have not generally been 
interpreted geographically. This weakness is partially offset by the inclusion of 
discussion questions at the ends of chapters. 

The dearth of economic maps and charts is notable. Inasmuch as economic 
geography deals with economic activities of peoples where they live, it appears 
that the inclusion of maps would lead to a better understanding of regional and 
international problems. 

It is customary for textbook writers to include much material which adds — 
little to the scientific or professional aspects of the book. Such “‘padding”’ con- 
tributes to a higher selling price and to royalties but is of doubtful teaching 
value. In the present instance, for example, the fact that Golden Gate bridge 
sways eight feet when the wind blows may be of interest to the layman and may 
be of concern to the structural engineer, but what is its geographic significance? 
Again, in the section which deals with the cotton industry, seven pages are de- 
voted to the description of production processes (primarily agronomic in nature, 
while nine pages are used to describe the varied and complex aspects of manu- 
facturing (engineering aspects) but an eight line paragraph disposes of the 
question of local, domestic, and international trade in cotton. The professional 
function of geography can hardly be fulfilled with this allocation of space and 
consideration. 

Many passages of Professor Nielsen’s book must be interpreted with dis- 
cretion, as indicated by the following quotations: Hogs and sheep, for instance, 
are indigenous on lands producing lettuce, corn, and wheat, but are grazed on 
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lands that cannot produce such crops profitably, hence, the present geographic 
distribution of meat producing animals and their fattening by grain feeding 
when brought off the range (p. 415). Hogs are not normally considered range 
animals. Again (p. 417), “A two-year old Angus steer in Iowa will not only be of 
better quality but will also equal in weight two or even three five-year-old 
Argentine cattle.” This statement is hardly in accord with economic facts of 
international significance. The following statement from page 169 is definitely 
misleading: “The thermometer will climb to 120 F.° and fluctuate only one or 
two degrees from that figure for a week or more at a time.” It is doubtful if the 
thermometer will verify such a temperature situation at St. Louis, Missouri. 
On pages 204 and 205 Professor Nielsen speaks of different uses of hard and 
soft wheats in terms which are at variance with actual experience. The above 
samples were taken at random and suggest that the teacher should exercise 
considerable judgment in using the text material. 
Agricultural and Mechanical College of Texas LELAND S. PaInE 


The Impact of Government on Real Estate Finance in the United States. By Miles 
L. Colean. New York: National Bureau of Economic Research, 1950. Pp. 
xviii, 171. $2.50. 

Miles Colean’s study is one of eight in the Financial Research Program of the 
National Bureau of Economic Research. This series will be of immeasurable 
value to all concerned with real estate finance. 

Colean’s monograph is concerned with the government’s role in real estate. 
He discusses state, local and federal levels and indicates that there has not been 
a consistent policy followed by all levels. He suggests that even on any one level 
emergencies and crises have often caused that government to sponsor conflicting — 
principles. 

Mr. Colean traces the background of governmental intervention in the promo- 
tion of agricultural and individual ownership of land. Nevertheless, he indicates 
that early Land Acts favored land speculation by selling off the land in large 
units and thus were in conflict with the stated policy. 

He very aptly points out several basic problems involved in real estate finance. 
The complex methods of land transfer are a serious deterrent to a free flow of funds 
in and out of real estate. 

A serious question raised by the author is concerned with the basic character 
of our real estate lending institutions. He seriously questions their ability to 
make the long term loans necessary to real estate finance. The state governments 
have usually limited the lending activities of these institutions by setting up riles 
as to geographical limitation (often confining them to home state). A mortgage 
loan to property value ratio is another state control designed to promote a con- 
servative policy on the part of lending agencies. These state regulations were 
designed to protect the bank depositor and insurance policy holder. However, 
the states have done little to insure a flow of funds into real estate finance. 
Besides this conflict, the states have had the problem of giving protection to 
borrower and lender. The borrower has been protected by mortgage moratorium 
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laws in times of general financial crisis, and by permanent laws allowing him a 
period of redemption after the lender has taken control of the property follow- 
ing a mortgage contract default. 

However, this type of protection for the borrower has made real estate finance 
cumbersome and speculative, and its effect has been to limit the funds available 
for mortgage loans and to raise interest rates. Therefore, Colean feels that the 
states may have erred in promoting these laws. The federal government then 
was called upon to overcome the lender’s reluctance and through a series of loan 
guarantees has succeeded. Colean points out that the federal government has 
not only been guided by economic considerations but has often promoted 
non-economic loans for sub-marginal farmers, veterans and poorer tenant groups. 
He indicates that real estate credit has become a vehicle for many governmental 
social and economic reforms. 

The federal realty credit policies have promoted individual home ownership 
versus tenancy, family operated farms, credit based on need rather than risk, 
standards of size, management, location and planning, influence on real estate 
prices through government appraisals and limitation on loan amounts, construc- 
tion methods, increasing employment through public works. 

“Tn its new function, credit plays an integral part in a general welfare program 
under which government assumes responsibility for better standards of income, 
health and shelter.” 

Mr. Colean’s excellent work promises to become one of the most quoted and 
misquoted books in the field. 

University of Florida Sanpers A. KAHN 


Agricultural Progress in the Cotton Belt Since 1920. By John Leonard Fulmer. 
Chapel Hill: University of North Carolina Press, 1950. Pp. xiv, 236. $3.50. 
In this factual summary of changes in the conditions and relationships within 

and affecting agriculture in the cotton belt, Dr. Fulmer has studied a large 
quantity of research and statistical reports and has made a tremendous number 
of calculations. It seems safe to suggest that every economist who has in recent 
years studied any aspect of southern agriculture will find in this book data that 
he has looked up and relationships very similar to those he has calculated. And 
it seems equally safe to add that every reader of the book will find data he has 
not looked up and relationships he has not calculated. 

The author states in the preface that the study is an outgrowth of his course 
work and incidental research on southern agriculture. He recognizes that he has 
(of necessity) used statistical methods that are “unorthodox” and ‘“‘crude,”’ but 
he believes that he has valuable information about relationships even in situations 
where he is not able to establish relationships. With this the reviewer agrees. This 
reviewer is not a statistician, but it appears that Dr. Fulmer has done about as 
well as anyone could expect with the quantity and quality of data available. 

Since the irrigated cotton areas of the West have come into commercial pro- 
duction in recent years, the “Cotton Belt” is defined as the 10 states bounded 
on the east by the Carolinas and Georgia and on the west by Texas and Okla- 
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homa—that is, the states in which cotton occupies a substantial percentage of 
the crop acreage and has done so for a long time. Throughout most of the book 
the 10 states are classified into three groups for analytical and comparative 
purposes. The groupings are: (1) the eastern states (North Carolina, South 
Carolina, Georgia, Alabama and Tennessee); (2) the Delta states (Mississippi, 
Arkansas and Louisiana); and (3) Oklahoma and Texas. This basis of classifi- 
cation is quite useful despite the fact that economic areas cut across state lines. 
In a number of instances data for sub-regions or type-of-farming areas are 
presented, but many kinds of data are available only as state totals. 

This reviewer has only two general criticisms of the book, and they are quite 
mild. In the first place, the book is not “readable” in the sense that a person 
can sit down and read it with pleasure from cover to cover. This is due to the 
fact that one encounters such a steady stream of quantitative data and percentage 
relationships that it is difficult to carry all of the thoughts of one page over to 
the next. This, of course, is no criticism at all if one considers the book to be a 
reference book, and that is exactly what this reviewer considers it. A somewhat 
more valid criticism has to do with some of the assumptions that are made in 
explanatory passages of the book (e.g., assumption No. 3, p. 93), and there is 
perhaps reason to question some of the cause-and-effect lines of reasoning that 
are presented (e.g., p. 140). These, however, are few and minor. Dr. Fulmer has 
performed a very exacting task in a very creditable manner, and it would be 
unjust to emphasize the few parts of the work with which this reviewer would 
quarrel. The book is highly recommended as a reference book to all economists 
amateur and professional, southern and non-southern. 

Clemson Agricultural College J. M. Stepp 


Land Problems and Policies. Edited by John F. Timmons and William G. Murray. 

Ames: Iowa State College Press, 1950. Pp. viii, 298. $4.00. 

This book is composed of a series of integrated lectures on 15 important topics 
by 16 well known students of land economics and closely related fields, of which 
12 lectures were given at the Land Economics Institute, Iowa State College, 
summer of 1949, and three were given at the U.S.D.A. Graduate School that 
year. 

These lectures provide the serious reader with much food for thought. The 
discussion on the objectives of land policy is especially penetrating by pointing 
out the need for and the difficulties of attaining proper orientation. The reviewer 
was disappointed, however, to find that the discussion on demand for land was 
on a world basis while the discussion on supply of land pertained only to the U'S., 
leaving the supply side somewhat inadequate. The chapter on the principles of 
land utilization seems to be concerned more with the application without a 
clear-cut formulation of principles which are not used to any great extent in the 
following chapter on conservation of farm lands as it deals almost entirely with 
the physical aspects. Range land problems are discussed frankly and the prob- 
lems of landlord-tenant relationships were pointed out as being most important. 
The main contribution of the 23 pages on control of water resources is perhaps a 
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short discussion on the necessity for co-ordination of technical, economic, and 
political angles of water use, of which the political problems are the most diffi- 
cult. 

Other lectures found in this collection are on such topics as the forest as a source 
of forest products, recreational land, wildlife management, and the family 
farm. The lecture on public interest in private land is stimulating as it points 
out that private interests may at times conflict with public interest, cites a case 
where the public’s interest was determined, and suggests alternatives for the 
public to protect their interest. Following a discussion on land planning proc- 
esses, another lecture points the necessity of tieing all programs together within 
a framework of policy if they are to be instrumental in achieving the desired 
ends of a land policy. The final chapter which is by the senior editor summarizes 
all lectures. 

On the whole the lectures are well written and provide the latest thinking of 
leading students who are sometimes at variance. Each lecture has a very fine list 
of references. This collection of lectures should be a must reading for every 
student and worker in land economies and agricultural policy. 

University of Kentucky JoHn C. REDMAN 


Conservation of Natural Resources. Edited by Guy-Harold Smith. New York: 

John Wiley & Sons, 1950. Pp. xii, 552. $6.00. 

This is a new edition of Our National Resources and Their Conservation first 
published in 1936 under the editorship of Professors A. E. Parkins and J. Russell 
Whitaker. The first edition was a success, and in 1939 a revised edition, with a 
new chapter on fisheries, was prepared. 

The original edition met the need for a comprehensive work on conservation 
of natural resources which had grown up during the soul-searching depression 
period of the 1930’s. Thanks to books such as this the United States has begun 
seriously to conserve resources later so greatly needed in fighting World War II. 

This new work follows the general plan of the original but with nine new 
chapters and a complete re-write of the old. These additions give an almost en- 
cyclopedic scope to the new book. 

In the introductory chapter and at convenient points in the discussion of spe- 
cialized topics, the social and economic background of the conservation idea is 
developed. The historical aspects of conservation as a social movement are 
adequately treated, and recognition is given the leaders of this movement. The 
development of a brief history of attempts at conservation in the various resource 
fields gives the student an appreciation of the complexity of the resource-use 
problem with which the conservationist must be familiar. 

In relating conservation practices to the struggle for control of the factors of 
production, land, labor, and capital, the authors have gone further than geog- 
raphers usually do in explaining the economic and social situation in which con- 
servation must take root if it is to become a serious force. In linking conservation 
with economic affairs, the authors occasionally fall into naive remarks of the 
kind which so frequently appear in the work of geographers when they deal with 
economic-sociological questions. 
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More attention is given to methods and programs for conserving soil, water, 
and minerals than to the “scientific” aspects of conservation. Little attention is 
given to ecological problems which are at the heart of any close examination of 
nature. This book will need to be supplemented by specific works on the techni- 
cal aspects of conservation for each of the important resource fields. 

The authors all show a remarkable knowledge of government programs and 
policies. They must have many friends funneling them inside information. They 
could never have gotten so good an idea of what the government agencies are 
doing from reading official reports. 

Bureau of Agricultural Economics Rosert W. Harrison 


The Economy of Latin America. By Wendell C. Gordon. New York: Columbia 

University Press, 1950. Pp. xi, 434. $5.50. 

Professor Gordon states in his preface that this book is intended to fill two 
needs: that for a general survey to meet the requirements of the businessman 
and public official and that for a satisfactory text for survey courses on the 
economy of Latin America. He has accomplished both of these goals, although 
the reviewer suspects the primary aim was the second. This suspicion grows out 
of the author’s admission that he has found no satisfactory text for his own course 
on ‘“‘Pan American Economics”; undoubtedly this beok will serve the purpose 
admirably. 

The organization of material is logical, and both organization and content 
are to be praised. Approximately 10 per cent of the text, in two chapters, is 
devoted to the setting of the problem in terms of the evolution of Latin Ameri- 
can economic systems and the composition of population, income, and the 
allocation of productive effort. The next six chapters, one-third of the book, 
contain a survey of the organization of production; here, there is a wealth of well- 
chosen illustrative materials. Part III on ‘The Raising of Capital” contains 
five chapters, about one-fourth of the total text. Again both factual and theo- 
retical materials are skillfully blended. The following two chapters on “Pricing 
and Production Control” should be most informative to those who tend to 
assess all economies in terms of the economy of the United States, since Dr. Gor- 
don makes it quite clear that Latin American nations depend heavily uppn 
government intervention in all aspects of life. The three chapters on international 
trade which comprise about 10 per cent of the total material place this subject 
in its proper perspective. This is a refreshing change from the usual practice of 
devoting the bulk of surveys of Latin America to trade to the detriment of other 
more significant factors. 

This reviewer is particularly impressed by an early observation made by 
Professor Gordon, since it is one that needs to be kept firmly in mind by all who 
would gain understanding of this large and complex area; Professor Gordon 
never loses sight of it: ‘“From 1520 till 1910 there was no indigenous economic 
philosophy—however bad—to serve as the basis or explanation of economic 
action in those regions and to serve as a guide with regard to what governmental 
policy should be.” This reviewer is grateful for the emphasis the author places 
upon the force of Roman Catholic philosophy and its doctrines of ‘Just Price” 
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and “Just Wage” in his setting of the stage for his discussion of the development 
of the region. The reviewer only wishes that he could have devoted more space 
to developing the interesting implications of this influence, mixed as it has been 
with “positivism,” ‘‘idealism,’’ and pre-conquest ideas such as the ayllu. These 
are forces usually ignored, at least in surveys. 

Professor Gordon is very right in his insistence upon the inappropriateness of 
trying to apply the economic theory of mature economies to regions such as 
Latin America; his own survey formulates theoretical explanations based upon 
assumptions that are pertinent to the subject being examined. 

The gathering of statistical data in one spot at the end of the text certainly 
leads to ease of reading, without in any way hindering the use of the material. 
He has also provided a bibliography of most of the works in both Spanish and 
English which would need to be consulted for a thoroughly rounded picture of 
the area. 

This reviewer likes Professor Gordon’s book, not only as a text, but he hopes 
that it will be read carefully as a general guide by those businessmen and public 
officials to whom it is addressed. Policy decisions should then become more 
meaningful. 


Mercer University Victor C. Heck 


Southern Freight Rates in Transition. By William H. Joubert. Gainesville: Uni- 
versity of Florida Press, 1949. Pp. xiii, 424. $6.00. 

This volume provides an excellent description of the forces which have shaped 
railroad freight rates in the South. Although occasional reference is made to 
commodity rates, the systematic analysis is confined to class rates. The study 
commences with three rather general chapters covering the paramount influences 
in the formative period (1830-73), the effect of monopoly control during the 
years 1873 to 1897, and the impact of regulation up to 1914. This discussion is 
followed by six chapters dealing with interterritorial rate adjustments and those 
within the well-defined subterritories of the South. The final chapter summarizes 
important aspects of the Class Rate case, decided in 1945, which completes the 
history of these rates. 

Dr. Joubert’s study reveals that a number of factors have strongly conditioned 
the southern rate structure. Among the most important have been the competi- 
tion of cities, including the alternative gateways to the South, and of the numer- 
ous rail and water routes; monopoly control of rate making through carrier associ- 
ations; southern specialization in agricultural production; railroad operating 
conditions as determined by terrain and traffic density; and, especially in more 
recent years, the pressures of regulation. 

The central thesis of the book is that “Because of economic trends the Southern 
freight-rate structure fails to fit the needs of an economy in transition” (Preface, 
p. viii). This proposition is explicitly supported by the fact that class rates in 
the South were for many years higher than those in the East. This relationship 
emerged in the formative period and was justified historically by the presumed 
higher operating costs of carriers in the South. The indicated result of this dis- 
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parity was the retarding of southern manufacturing on account of the rate dis- 
advantage suffered in reaching important eastern markets. Regional equality 
was ordered by the Interstate Commerce Commission in 1945. Although this. 
order is not yet fully effective, the maladjustment is in process of correction. 

It is clear that the high level of class rates has restricted the industrial develop- 
ment of the South. However, to support fully the thesis that the freight rate 
structure has failed to fit the needs of the economy, it would be necessary to 
demonstrate the effect of other rate relationships which the author has failed to 
analyze adequately. He mentions, for example, the discrimination among com- 
munities in the South which prevailed for many years, but does not explain 
specifically how it has contributed to a rate adjustment which is inappropriate 
for the southern economy. 

The explanation of the development of the rate structure and the identification 
of the controlling forces are very capably done. The subordinate task of indicat- 
ing the economic implications of the rate adjustments is perhaps not so well 
handled. In specific cases the economic effect is suggested, but the adjustments 
are so numerous and their results so varied that the cumulative and aggregate 
economic impact is not readily apparent. 

This scholarly work is a valuable contribution to an area of transportation 
literature which has been badly neglected. By clearly identifying the forces which 


have moulded the class rate structure of the South, it adds an important chapter 
in economic history. 
University of Florida Merritt J. RoBERTS 


Steel Trails to Santa Fe. By L. L. Waters. Lawrence: University of Kansas 
Press, 1950. Pp. xiv, 500. $4.00. 
The officers of the Atchison, Topeka and Santa Fe Railway System commis- 

sioned the University of Kansas to undertake a study of the company. What 

must have been a pleasant task fell to Professor L. L. Waters who escorts the 
reader on a guided tour through the development of the Santa Fe and its role 
in the development of the fabulous Southwest. 

After being briefed on the state of development of the early transportation 
system, the necessity for expansion in the West and the political factors militating 
against expansion, the reader is taken into the executive offices of the Santa Fe 
where he witnesses both the birth pains of the road and the remarkably accurate 
crystal-ball gazing of its founder, Cyrus K. Holliday. Holliday looked into his 
ball and found that one day the Santa Fe would reach the Pacific and the Gulf 
from its birthplace in Kansas. Naturally he was scoffed at, but the tourist is 
taken over the route and shown how the foresight of the founder was vindicated 
in later years. At times the escort and the tourist have to “dig in” behind the 
stone forts built by the Santa Fe in order to dodge the shot and shell of pitched 
battle between the road and its competitor, the Denver and Rio Grande. If 
bullets and injunctions were wielded in that war, bullets, injunctions, sheer 
cunning and public relations led to the ultimate victory over the Southern 
Pacific in the attempt to reach the Pacific. 
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After explaining the trials and tribulations of the growing Santa Fe, the author 
takes the reader back to the beginning several times to show other phases of 
development. The first “flashback” is concerned with the detailed problems of 
early financing while the second deals with the disposition of the land grants to 
settlers. At this point the tour pauses for meals with Fred Harvey who brought 
to the Santa Fe (and hence the West) good public eating houses—and dining 
cars. After this study in public relations through Fred Harvey, labor relations 
with the “over a dozen men in service” in 1869 to something like 54,000 is con- 
sidered. The growth was not always smooth, for financial troubles once more 
caused difficulty, resulting in reorganization of the system and the subsequent 
growth in strength as well as miles of track. 

The author has not set down a sequence of words which merely tell the story 
of the Santa Fe. He has made the reader travel with him through its development 
and by his presentation has caused the Santa Fe to be a living creature. Even 
without the illustrative anecdotes (which serve to add much to an understanding 
of problems as well as to entertain the reader) the book would be pleasant and 
entertaining reading. When books are both highly informative as well as enter- 
taining—which few are—it is a tribute to the author. One has the distinct im- 
pression of sitting down with the author for conversation between the series of 
“‘guided tours.” 

The economic history of a company and a region are related one to the other 
in this book, and it is recommended for anyone who wants: (1) entertaining 
reading; (2) information about early railroad development; (3) case studies on 
how one company dealt with public relations, labor relations, governmental 
relations, and financial difficulties. 

University of Alabama JAMES A. CONSTANTIN 


Human Relations in Industry. By Burleigh B. Gardner and David G. Moore. 

Rev. ed. Chicago: Richard D. Irwin, 1950. Pp. xiv, 431. $5.00. 

Here is a pretty thoroughly re-worked edition of a well-known publication 
which offers further proof that a textbook may be both intelligently and beau- 
tifully written. In their opening sentence the authors tell us with a disarming 
lack of ostentation that their purpose is to describe “what happens to people 
when they get to work.”’ Then the overwhelming complexities and implications 
of this enchantingly simple statement of purpose become the skillfully developed 
motif of the pages which follow. 

Early in the book the oft-repeated challenge of skeptics and cynics who, with 
much lugubrious head shaking, express their fear that the human relations ap- 
proach to management problems is “just elaborate gossip dignified with a scien- 
tific label,” is faced squarely. The solid content of such an approach is contin- 
ually emphasized by keeping both sides of the dual character displayed by every 
industrial organization on the scales—and the balance is good. 

First there is the formal side with its organization charts, jobs and positions, 
flow of work, and its many systems and controls. This is the very important 
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paper organization and, perhaps, is the side best known to most of us. But the 
human side of doing business is also given full measure. This, according to the 
authors, is the “realm of feelings and emotions, scuttlebutt and rumors, cliques 
and washroom repartee.”’ Such balance clearly structures the discussion against 
the basic truth of constant adjustment between individual employees and groups 
of employees, on the one hand, and the formal demands of the work activity, 
on the other. 

A general discussion of the business or factory as a social system does much to 
set the mood for ithe whole book. There are, for example, intriguing little sections 
dealing with the tremendous importance of such symbols of status as an office on 
the top floor of a building, the possession of a telephone, sitting at a double- 
pedestal desk rather than a single-pedestal desk, writing on a green desk blotter 
instead of a rubber mat, or throwing one’s trash in a bronze wastebasket. This 
discussion is so very much within the context of almost any adult’s experience 
that one feels rather indecently exposed when perusing these sections. 

So many writers in the management field seem content to assume that readers 
are quite familiar with the very substantial differences in activities, orientation 
and perspective of, for example, foremen, department chiefs, division chiefs, 
superintendents and the president in any business concern. The present authors 
make no such assumption and clearly explain these differences in a meaty 
chapter dealing with the functions and problems typically encountered at each 
level of supervision. 

The authors’ treatment of the union’s functions and place in the structure of 
industry is another extremely helpful section of their book. They remind the 
reader that a union’s orientation and point of view is opposed to that of manage- 
ment, of staff and control organizations, and of most supervisory levels in the © 
shop organization. But having faced that fact, they skillfully develop the thesis 
that top management, having once accepted the point of view and powers of a 
union, usually sees the labor organization as a useful part of the total structure. 
For example, in discussing complaints, company policies or changes in practice, 
it is frequently easier to deal with a small group of union officials than with a 
mass of individual workers. 

There are other sections which show a particularly fresh approach to, and 
originality in analysis of, otherwise familiar topics. Those dealing with restriction 
of output, the concept of ‘‘a day’s work” as the standard of performance for a 
group, the important problems inherent in various changes which at some time 
affect most industrial organizations, and the special problems of managerial 
leadership are among the best. 

In short, the authors have produced here the type of book which demands that 
several hours of sober reflection follow each hour of careful reading. The present 
reviewer heartily recommends this work as a basis for considerable effort in both 
directions. 


University of North Carolina Artour M. 
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Soviet Trade Unions. By Isaac Deutscher. London: Royal Institute of Interna- 
tional Affairs, 1950. Pp. 156, ix. 7s, 6d. 

The Royal Institute of International Affairs, the British counterpart of our 
Foreign Policy Association, has issued recently a small but important book 
dealing with the labor policy of the U. 8. 8S. R.: Soviet Trade Unions by Isaac 
Deutscher. Mr. Deutscher is a well known economist and political analyst 
concentrating in the study of Russian problems. His previous work: Stalin, A 
Political Biography, was favorably accepted by reviewers and the general public 
both here and in Britain. 

‘The purpose of this new book is: “... to describe and analyze the role and 
outlook of the Soviet trade unions, the various phases of their evolution since 
the upheaval of 1917, and the functions they have performed in the planned 
economy of the U.S. S. R.” To do this, the author traces the history of Soviet 
trade unions to date. After a brief introduction on the status of the trade union 
movement prior to the revolution the author traces their rise through the early 
war communism, when single local unions were often the highest authority in a 
given area, to the period of the N. E. P. when unions behaved more like their 
counterparts in other nations than in any other period. The period of forced 
industrialization of the Five-Year Plans, the war years, and the immediate post- 
war years are also traced through the changes in the trade unions. The author 
presents a comprehensive history of the labor movement which is well docu- 
mented and apparently coping successfully with the shortage of data. 

Mr. Deutscher discusses also the role of the Soviet trade union as the defender 
of the interest of the workers vis-a-vis the employer-state. His conclusion is in 
agreement with that of the majority of the writers on the subject, namely that 
the Soviet unions have not been successful in their role of economic pressure 
groups. Indeed, at a very early date the trade unions became integral parts of 
the state machinery, active and zealous in carrying out the state’s program. In 
discussing the unions’ transition to a state organ the author has relied heavily 
upon the minutes of the Trade Unions’ Congresses and has highlighted the differ- 
ent points of view emerging from the debates. The ideas of Trotsky, Tomsky, 
Bukarin and others who opposed full absorption of the unions by the state are 
explained and analyzed. Unfortunately nothing is said explaining the relative 
strength of the contending factions or how the positions of the factions depart 
from the mainstream of Marxian thought. The importance of those debates 
cannot be minimized. When stripped of the ambiguities of the Marxian jargon 
they appear as a major intellectual effort, coram populo, in clarifying the role 
of the union in the planned economy. Such debates are of particular importance 
for the labor movement of many countries where the unions find themselves to 
be the government. 

In the last chapter, entitled “Road to Serfdom?”’, an attempt at an evaluation 
of the Russian experience and of the debated problem is made. The author offers 
the following conclusion: 


... what emerges from this survey is that the peculiar role which the Soviet unions 
have come to play has been conditioned not by the needs of the planned economy but 
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by the application of planning to an extremely low level of economic and cultural de- 
velopment at which Russia stood until recently. 


The chapter stresses the thesis that unions need not necessarily take, as they did 
in Russia, a “productionist” attitude. On the contrary, they may very well 
keep their traditional “‘consumptionist” role. True enough. We do not take issue 
with Mr. Deutscher’s conclusion. But we feel that he has not raised the right 
question. A more proper question seems to be: ““Why was the trade union move- 
ment unable to influence the state in its plans in regulating the rate of growth of 
industrial output?’”’ and “What type of planning consistent with free collective 
bargaining can be applied to a low-level economy?” Clearly it was the stress upon 
the production of investment goods that has forced the Soviet unions in a posi- 
tion in which they could not bargain because there was nothing to bargain for. 
It seems that answers to these questions, answers that must be formulated in 
economic and political terms, are of primary importance in understanding the 
development of the Russian labor movement. 

Unable to exert themselves in the narrow economic sphere, the unions became 
increasingly active in the social field. The many welfare and educational activi- 
ties in which they are involved are listed and the author feels that in these areas 
the unions “have certainly performed and are still performing very useful serv- 
ices.’’ It is clear that welfare activities also are being performed by the unions as 
state subsidiaries rather than as “working class organizations in the accepted 
sense.”’ New light is thrown on a little recognized union function: that of a re- 
cruiter of labor. The unions have facilitated greatly the urbanization of Russia 
by organizing and absorbing the new worker who has just come from the country. 

Even theugh we recognize fully the difficulties in obtaining reliable data, we 
would have liked to see in this book in addition to the history and analysis of 
the movement a more complete description and study of the internal structure of 
a local union, of the structure of national unions, of the character of the union 
leaders, of the relationship of the leaders with the rank and file. It would also 
have been desirable to have a more complete explanation of the use of trad~ 
union funds, as well as an explanation on how the Soviets have succeede? in 
attaining the active participation of about 25 per cent of the membership (r em- 
bers who take an active part in union affairs in the United States rarely each 
5 per cent of the total membership). 

Research in the field of Soviet trade union is still rewarding. The above are only 
a few of the many important questions that should be answered. Mr. Deutscher’s 
contribution is certainly a valuable one and his book is recommended. It is well 
written and he accomplishes his purpose. - 

Harvard University OscaR ORNATI 


Social Science Research Methods. By Wilson Gee. New York: Appleton-Century- 
Crofts,, 1950. Pp. vii, 390. $4.00. 
This book is a by-product of many years of teaching a course in research 
methods and procedures on the graduate level at the University of Virginia by 
Dr. Gee. It is a worthy contribution to the social sciences by bringing together a 
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compilation of well-selected pertinent quotations from numerous authorities 
and organizing them in an interesting way to achieve his objective “. . . to give 
the researcher a better knowledge of the materials with which he is dealing, a 
feeling of importance of what he is doing, and . . . to impart a sense of the unity 
and interrelatedness of all the social sciences, which should operate to mitigate 
the provincialism or narrowness that tends to arise from the inevitable speciali- 
zation, so characteristic of modern research activity.” It is most unfortunate 
that Dr. Gee did not give his audience fully the benefit of his long and interest- 
ing career in social sciences by digesting and evaluating the quotations more 
fully. 

The first three of the 12 chapters deal largely with the scope, nature and the 
interrelationship of the several social sciences. The next two chapters get into 
such fundamental questions as what is research, the function of research, qualities 
of the investigator, meaning of science, social studies as sciences, characteristics 
and limitations of the scientific method. After an extremely interesting chapter 
on logic, Dr. Gee describes the meaning, the procedures, and characteristics 
of each of the several methods commonly used in social science research, namely 
the case, statistical, historical, survey, and experimental methods. The final 
chapter discusses somewhat inadequately the individual vs. group research 
activity, its organization and place in the university, and the barriers to the 
social science research in the university environment. At the end of each chapter 
Dr. Gee formulates an interesting list of questions and a topical list of carefully 
selected readings which the energetic student should welcome. 

While the book will be well suited as a text for the beginning graduate student, 
it will serve to broaden the experienced researcher’s understanding of social 
sciences, rather than to improve his already specialized techniques. Probably 
only the instructor with heavy loads will fully appreciate the well-organized 
representative materials of so extensive an area of knowledge as found in this book. 

University of Kentucky Joun C. REpMAN 


The Management of Personnel and Labor Relations. By Gordon 8. Watkins and 
others. 2nd ed. New York: McGraw-Hill Book Co., 1950. Pp. xviii, 974. 
$5.75. 

This most recent text in personnel administration, industrial relations, or 
what have you, continues the trend of the improving quality of books in this 
field. The authors present a particularly well organized work, meaty and chock 
full of good material despite its length. Meandering discursiveness is at a mini- 
mum, and charts and tables are well chosen for illustration rather than non- 
essential padding. 

A student of personnel administration can quarrel with the weight assigned 
various topics in any work, and this reviewer is no exception. For example, 
labor relations, assumedly by the title an important phase of the book, is handled 
as such in a scant 10 per cent of the book with L.M.R.A. and collective bargain- 
ing confined within that limitation to considerably shorter allocation. 

Especially good sections of the book are worthy of comment. For the stickler 
on organization, Part I on ‘““‘The Nature and Development of Personnel Manage- 
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ment” is particularly well done. Included are “The Historical Background of 
Labor Relations,” “The Problem of Human Administration,” “The Nature and 
Functions of Management,” ‘The Fundamental Principles of Personnel Man- 
agement,” “‘The Personnel Department,’’ and “The Personnel Manager, His 
Staff and His Profession.” Part II, “Psychological Aspects of Personnel Manage- 
ment,”’ is another valuable contribution to a student’s understanding of the field. 
From here on out, the field of personnel administration is well covered. 

There are a scant few undesirable features which do not detract materially 
from the book’s value. Examples from different companies are so frequent as to 
present something of a handbook approach at times; an odd admixture of very 
old and quite recent sources makes one wonder how much reliance was placed 
on earlier work of the authors; some evaluations of various approaches to per- 
sonnel administration are superficial, while in other places there is little attempted 
analysis. But on the whole, the approach is sound and as solid as can be expected 
in the hodge podge of literature on personnel administration and labor relations. 
Labor and social legislation changes so rapidly that it is impossible to cover re- 
cent changes such as the social security revision of 1950. Thus, each text becomes 
burdened with some no longer applicable legislation, but there is no way out of 
that one. 

One section is singled out (among a number of the same calibre for the particu- 
larly good material offered, the section on “‘Groups Requiring Special Personnel 
Consideration.”’ Discussion of the older worker, women workers, employment 
of minority groups and the physically impaired worker is up to the minute in 
approach, quotes excellent studies, and is useful in relation to current manpower 
problems. 

The book is strongly recommended for consideration as a basic text for . 
courses in personnel administration. In addition to good factual data in the work, 
at the end of the book is an extremely well chosen “Selected Reference List” 
divided by fields and text chapters. 

University of North Carolina Ricuarp P. CaLHoon 


Handbook of Employee Selection. By Roy M. Dorcus and Margaret Hubbard 

Jones. New York: McGraw-Hill Book Co., 1950. Pp. xv, 349. $4.50. 

This is “‘a reference book for personnel executives, psychologists, vocational 
advisers, psychology students, and other persons interested in the problem of 
selection of employees by means of psychological tests,” and so the title itself is 
misleading since it omits mention of the essential, distinguishing limitation to 
testing. Some 427 abstracts constitute a compendium of tests applicable to 
different types of jobs. In the front of the book, a job index lists alphabetically 
the major job classifications for which tests have been devised and then indicates 
the abstracts in the book pertaining to those jobs. The abstracts state the source 
from which the abstract was drawn, the subjects used in test or tests, the names 
of the tests used, the criterion of job proficiency applied, the validity, and in 
some cases the reliability reported for the criterion. 

For checking on tests applicable to different jobs, the book is useful. The 
authors state that abstracts are “intentionally noncritical.” Hence, the data 
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require interpretation by one who is well acquainted with test construction and 
validation. The book would be particularly useful for technicians in the field of 
testing. In attempting to develop a central source for test reference, this work 
offers considerable assistance since the authors culled out a tremendous mass of 
material in making their compilation. 

University of North Carolina Ricnarp P. CaLHOooN 


Ingrade Wage-Rate Progression in War and Peace: A Problem in Wage Adminis- 
tration Techniques. By Sar A. Levitan. Plattsburg, N. Y.: Clinton Press, 1950. 
Pp. viii, 141. $2.50. 

Unlike most of the little books that set out to eviscerate the minutiae of 
yesterday’s economic life, this study by Professor Levitan deserves, perhaps, the 
passing attention of economists—particularly those members-to-be of wage 
stabilization agencies, 1951 model. This book comes at the right time, when there 
appears to be a definite need for inventorying our techniques of administrative 
wage control under war conditions. But don’t expect too much! 

The author traces the development of War Labor Board policies regarding 
ingrade wage-rate progression during World War II, limiting his treatment 
(and thereby the overall importance of his work) to the cases of the Second 
Regional Board covering New York State and Northern New Jersey. The report 
defines the problem under consideration as one involving wage structures pred- 
icated upon a job classification approach; specifically, it treats those wage struc- 
tures whose job grades are assigned a range of rates rather than a single rate. 
Changes of pay within a range mean individual increases rather than a general 
wage-level rise. 

The study juxtaposes management’s argument that any wage-rate adjustment 
within ranges should be a reward of merit to be determined solely by manage- 
ment against the unions’ argument that progression within ranges should be a 
function of length of service and thereby automatic. This controversy is dis- 
cussed in its relationship to the wage stabilization policies of the War Labor 
Board in both voluntary cases and in dispute cases. Final chapters of the study 
cover the application of the board’s policies in various situations and also an 
evaluation of the effects of the board’s activities on postwar developments, based 
upon queries directed to companies and unions involved in disputes cited to the 
Second Regional Board. 

The real value of this study lies in its portrayal of the National-Regional 
Board conflict. Time was lost, confusion developed, and dissatisfaction was 
evidenced by the failure of the National Board to adopt a workable set of stand- 
ards. Buttressed by access to the duplicate files of disputes arising in the New 
York-Northern New Jersey area, this report describes the development of an 
“effective local solution for the problem” by the New York Board. One might 
easily develop a spectator complex at this point. First, the Second Region has 
the ball; it proceeds almost to the goal by adopting automatic wage progressions 
and retroactivity. The National Board stops the march, throws out the Second 
Region’s approach, and gets nowhere in leaving the solution entirely to collective 
bargaining. Again the Second Region takes over with a compromise solution. 
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Once more the National Board preempts the ball, tossing aside the Second Re- 
gion’s offensive. Finally, a few weeks before V-J Day, the National Board “takes 
a somersault” and reverts to the approach initiated by the Second Region some 
months previous. And the ball game is over, with no real policy established until 
the final whistle. The secore—zero to zero. 

The reader will not find this report to be a monument. Its typography is poor 
and its eopy-reader was myopic. Yet if it could prevent time-consuming jockey- 
ing for position in National-Regional administrations of the future, its publica- 
tion was justifiable. 

Florida State University J. C. Cramp 


Sales Promotion. By Alfred Gross and Dale Houghton. New York: Ronald 

Press Co., 1950. Pp. vii, 434. $5.00. 

The lack of any generally accepted definition of sales promotion makes it 
extremely difficult to prepare a satisfactory textbook for this phase of marketing 
activities. In the subject text the authors adopt a comprehensive definition and 
consider sales promotion to consist of three broad areas: (1) those duties within a 
firm’s own marketing department which supplement both advertising and selling, 
coordinate these two activities, and help to make them more effective; (2) liaison 
between a firm and its dealers for the purpose of stimulating sales; and (3) 
liaison between a firm and its consumers for the purpose of maintaining consumer 
satisfaction and stimulating demand. 

Parts I to III are concerned with the problems and practices in these three 
respective areas. Part IV, entitled ‘Additional Aspects of Sales Promotion,” 
includes a chapter on trade association aids, one on sales promotion in foreign 
marketing, another on sales promotion research, and one on typical sales promo- 
tion programs. These chapters are well presented, but because of their brevity 
little more is done than to outline the major problems. The programs designated 
as “‘typical’’ represent an excellent selection of outstanding promotion programs, 
but they should be designated as exceptional rather than as typical. 

One of the strong points of the text is the emphasis placed upon the concept 
of integration and coordination of marketing operations. This concept too fre- 
quently is given little more than lip service in business as well as in university 
teaching. In too many business firms effective coordination is not achieved in the 
operations of the different marketing divisions; Jikewise in universities too many 
instructors tend to teach various marketing activities as separate specialties 
standing by themselves and having little or no reference to related activities. 

Sales promotion activities should be given more attention than is now given 
by most universities and by many business men. For a long period these market- 
ing activities have been treated as step children, yet they have become progres- 
sively more important in marketing operations, and increasing numbers of uni- 
versity graduates obtain positions in the sales promotion field. It is hoped that 
the availability of this text will encourage more universities to consider the 
addition of a course in sales promotion to their marketing curriculum. 

University of North Carolina C. H. McGrecor 
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ALABAMA 


During October and November Alabama sustained the extraordinary level of 
business activity which was reached in the third quarter. The index of industrial 
production was off to 213 from 215 in the third quarter, a decline of about one 
per cent. In contrast, the nation as a whole experienced a rise from 209 to 217, 
an increase of roughly four per cent. 

Prices in Alabama resumed their upward trend in November after experiencing 
a decline in October. The Birmingham index of consumer prices went up from 
an average of 178 in the third quarter to 180 in October and November, a rise 
of about one per cent. The Bureau of Labor Statistics’ cost of living index for 
the United States showed a rise from 173 to 175 between the same two periods. 

In most respects a more detailed analysis indicates an increase in general 
business activity during October and November over that in the third quarter. 
Steel ingot production was up to 106 per cent of capacity from 104 in the third 
quarter. This is a new record. Non-agricultural employment was up one and 
eight-tenths per cent over the third quarter, while manufacturing employment 
was up one and one-tenth per cent. The latter rise was accounted for by a spurt 
in employment in the durable goods industry. Prices received by Alabama 
farmers were up 11 per cent, and are now at their highest point in the past five 
years. Contract construction in terms of value was up nearly eight per cent in 
Alabama, a change contrasting sharply with the decline of nearly six per cent in 
37 reporting states. Sales tax receipts, reflecting retail sales, were down one and 
three-tenths per cent in October and November from the third quarter figure, 
but the absence of the December report renders this comparison meaningless. 

All indices of activity considered are substantially higher than they were a 
year ago with the exception of construction awards, which show approximately 
the same value that they did a year ago. Rates of increase in the several indices 
slackened substantially in October and November as compared with the third 
quarter of the year. An acceleration of activity will probably await the progress 
of the rearmament program. 

University of Alabama Joun S. HENDERSON 


FLORIDA 


Citrus prices which had remained steady throughout the first part of the 
season slumped in late January, midway in tke shipping season. Early in the 
fall the rail carriers announced a 14 per cent reduction in rates to northern 
markets in an attempt to increase their share in this traffic above last season’s 
42 per cent. With 19 concentrate producers and 42 canning plants now operating 
in the state the proportion of the total crop sold in processed form is steadily 
increasing. 

Early in January several thousand grove workers went on strike for increased 
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wages and union recognition. With the grove owners and packing houses united 
in opposition, both AFL and CIO representatives were advising with the inde- 
pendent strike leaders. The outcome was still in doubt. 

Although citrus fruit largely escaped damage, vegetable crops suffered heavily 
from a series of blows, starting with a hurricane in October and continuing with 
severe freezing weather in late November, again in December, and again in 
January. Cumulative losses were estimated from $50,000,000 to $75,000,000 on 
crops alone. 

* * * * * 

The state cabinet sitting as a budget commission recommended a $252,546,000 
budget for the next two years. This compared favorably with $216,000,000 avail- 
able this biennium, but was 16 per cent less than requested. These budget figures 
cover only General Fund Agencies, accounting for little more than half the state’s 
total disbursements. The legislature meets in April to consider state finances. 

University of Florida C. H. Donovan 


LOUISIANA 


Data available at the end of the year indicated that Louisiana’s economy had 
undergone substantial expansion during 1950. Out of the 31 lines of business 
activity for which statistics are available, 26 showed increases. Examination of 
the evidence shows that these gains were real and not explained by price changes. 
Such barometers of industrial activity as electric power consumption, freight 
carloadings, and crude petroleum production all showed significant increases in 
Louisiana in 1950. These gains were independent of changes in the value of 
money, but other indicators of business activity expressed in dollar value such 
as the value of building permits, retail sales, postal receipts, and bank debits 
also recorded substantial gains for the year. Whether or not Louisiana’s eco- 
nomic system gained relative to neighboring states and to the nation is uncer- 
tain. When comparable data are available for other states, a comparison will be 
possible that will indicate whether Louisiana is merely keeping pace with an 
expanding national or regional economy, or whether it is enjoying relative as 
well as absolute progress. 

The demands created by military mobilization have been felt in this state 
since shortly after the invasion of South Korea; but, from all indications, these 
demands will be much more direct and of significantly greater impact in the near 
future. Louisiana’s industrial centers such as Baton Rouge, Shreveport, and 
Lake Charles produce materials directly related to our military needs. High 
octane gasoline, synthetic rubber, and many other vital chemical raw materials 
are produced in large quantities in these cities. Increased military needs for these 
products will continue to require expansion of output and, consequently, ex- 
pansions in supporting lines of activity. 

The recently released annual financial report of the State Division of Adminis- 
tration showed state revenues for the fiscal year ended June 30, 1950, amounting 
to $348,660,241, an increase of $26,025,264 over the previous year. The principal 
sources of this revenue were severance taxes amounting to $52,073,190 (an 
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increase of $7,509,203 over the previous year), sales taxes of $45,000,675 (a gain 
of $579,753 over 1948-49) and gasoline taxes of $42,495,216 (an increase of 
$3,949,975). Expenditures for public welfare accounted for 32 per cent of state 
expenses, although out of an outlay of $105,875,726 for this purpose in Louisiana, 
about one-half came from federal funds. Other chief expenditures included 
$92,502,388 for education, $50,153,744 for highways, and $18,559,955 for hos- 
pitals. 
Louisiana State University W. H. BauGHn 


MISSISSIPPI 


Although some agitation still exists, it appears as of the present time (January 
21, 1951) that the proposed special session of the Mississippi Legislature to deal 
with the question of governmental reorganization will not be called this year. 
Governor Wright, taking cognizance of the confused and uncoordinated state 
administrative organization, strongly recommended to the 1950 Legislature that 
it “create a committee on reorganization of the State Government with power 
and authority to study and formulate a program;” and he further indicated 
that, if such a committee recommended, he would call a special session of the 
legislature to consider the findings and recommendations of the committee. 

The Legislative Fact Finding Committee on Reorganization of State Govern- 
ment was created accordingly and directed and instructed to make its report to 
the governor by December 15, 1950. This committee employed a competent 
technical staff and completed its voluminous Report on schedule. Amont other 
things, the committee recommended a grouping of related functions and a re- 
duction of the number of state agencies from 100 to 26, the latter being made up 
of 15 major departments and 11 others. For exaa ple, all revenue collecting func- 
tions of some 38 different agencies would be consolidated into one department; 
the number of gubernatorial appointments would be reduced from 263 to 111; 
the welter of ex officio positions would be reduced from 146 to 21; the number of 
elective officers would be reduced from 17 to nine. Two of these elective officers 
are constitutional offices. 

In the words of the Report the proposals, if adopted, would transform the 
“governor from a ‘chief observer’ to a chief executive.”” The committee estimated 
that savings in excess of $5 million a year would result from the adoption of its 
proposals and recommended that a special session of the legislature be convened 
to consider its report. The governor, however, has exhibited no enthusiasm for 
the committee’s work, and it seems destined to gather dust, as did the much 
more pretentious report on government reorganization prepared by the Brooking 
Institution in 1932. 


University of Mississippi Davin McKINNEY 


NORTH CAROLINA 


A generation ago the jobbing of manufactured goods to North Carolina was 
done chiefly from Baltimore and Richmond. Drummers from those cities were 
frequent visitors in the towns and hamlets of the state. The goods came in as 


STATE REPORTS 513 


package freight by rail or water-rail routes. There was no town in the state with 
as many as 50,000 inhabitants in 1920, and the historic adjustment of rail rates, 
both from eastern centers and from the Ohio River, as a combination on the 
Virginia cities discouraged the development of jobbing centers in the state. 

Now that the motor truck has grown to maturity, the situation is greatly 
different. In 30 years Charlotte has developed as a major distributing center 
midway between Richmond and Atlanta. By 1939 the wholesale trade of Char- 
lotte was about equal to that of Richmond, although Charlotte was only about 
half as large in population. By 1948 its trade was half as large again as Rich- 
mond’s. Itis not a coincidence that Charlotte had become a principal center of the 
trucking industry. As the trucks more and more hauled the higher grade manu- 
factured products of the Piedmont region to northern markets, they brought 
back the finished goods of that section to the warehouses of Charlotte whole- 
salers. 

At the same time that Charlotte’s wholesale trade was growing at this remark- 
able rate, a number of other jobbing centers were springing up in the state. 
To considerable extent the motor truck has diffused wholesale trade and distrib- 
uted it among a number of small cities. Next in importance to Charlotte is the 
Greensboro-High Point center, less than 100 miles north of Charlotte and less 
than 200 miles from Richmond. SBetween 1939 and 1948 the wholesale trade of 
this center increased from 34 per cent of Richmond’s to 55 per cent. In the latter 
year Greensboro-High Point did more than a third as much wholesale business 
as Charlotte. Raleigh now points up as the third wholesaling center of the state 
with a volume in 1948 equal to 37 per cent of Richmond’s and 24 per cent of 
Charlotte’s. Similar growth has occurred in numerous smaller centers. 


Wholesale Trade of Principal N. C. Centers in 1989-1948 Expressed as percentages 


of the wholesale trade of Richmond 
1948 1939 


It is evident that North Carolina, with her distinctive distribution of popula- 
tion and economic enterprise, has taken over the function of jobbing goods to 
her own people, and is in the process of developing major wholesale centers 
separated by distances of no more than 75 or 100 miles, and numerous minor 
ones at even closer intervals. The railroads still do a good business in the state, 
for the motor truck is complementary to the railroad as well as a competitor of 
it, but the pattern of trade is a new pattern. Long a region of small towns with 
no predominating cities, North Carolina is now enjoying the development of her 
major towns as well-rounded centers of manufacturing and trade, supported in 
every case by a surrounding agriculture that is becoming better balanced with the 
passing years. The drummers from the cities to the north have largely disap- 
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peared from her towns; Baltimore is no longer an important factor in the state’s 
trade, and commercial intercourse with Richmond has drastically declined. 
Davidson College C. K. Brown 


SOUTH CAROLINA 


The United States Department of Commerce reports that income payments to 
individuals in South Carolina amounted to $787 per person during 1949 as 
compared with $844 in 1948. The state’s rank in this respect was 46th in 1948 
and 45th in 1949. Next above South Carolina in 1949 were North Carolina, 
Kentucky, Tennessee and West Virginia—all with per capita incomes of less 
than $1,000. Per capita incomes were lowest in Arkansas, Alabama and Mis- 
sissippi. The decline in income payments in South Carolina resulted from a de- 
crease of more than 20 per cent in cash receipts from farm marketings and 
from a decline in industrial production and employment. 

Between 1929 and 1949 the per capita income payments to individuals in 
the United States increased 96 per cent; for South Carolina the corresponding 
figure was 212 per cent. While South Carolina led all states in progress in per 
capita income, its position in 1949 was still only 60 per cent as good as the 
United States average. 

Clemson College CuesTeR R. SMITH 


TENNESSEE 


The year 1950 was the most dramatic in the history of Tennessee’s industrial 
employment. The gamut from low to high employment was run in the short 
span of 12 months. 

The year dawned with pretty good reasons for gloom. Fifty areas in the 
United States were classified as critical largely because of economic dislocations 
peculiar to the area. A part of East Tennessee was labeled by federal author- 
ities as one of the 12 most severely affected areas in the country. Other sections 
of the state, while better by comparison with this area, were by no means well 
off so far as employment prospects were concerned. The situation in East Ten- 
nessee was due primarily to disturbances in the bituminous coal fields in that 
region. The strikes in the coal fields and the secondary effects of the strike 
spread rapidly to the railroads and certain manufacturing establishments that 
felt shortages of materials. 

The third and fourth quarters of 1950 were supposed to find the state and na- 
tion in a major recession. The “catching up period” of World War II was on its 
way. Unemployment did climb, but unemployment checks filtered down into 
every community of the state, enabling the recipients to keep right on buying 
goods and services. 

Even before the South Korean outbreak, there was a decided downward trend 
in applications for unemployment relief. This was due to the normal seasonal 
pattern, but some employment was absorbed by expansion of industry. In mid- 
February 1950, there were 54,090 applicants for unemploymeiat benefits, and 
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the number declined to 35,773 in the weeks just before the outbreak of hostilities 
in South Korea. This was a drop since February of better than a third. 

The unemployment picture continued to improve after the invasion of South 
Korea. At first, however, the effect was no startling departure from the trend of 
the preceding few months. The claims for unemployment relief reached a low of 
13,953 applicants in late October, but had risen slightly to 21,803 by the end of 
the year. This rise was due primarily to seasonal layoffs in the food processing 
and garment manufacturing industries. 

Employment climbed, however, beginning in the early spring. In February 
1950, the total non-agricultural employment was 693,000. By September it was 
747,000 and in November, the post-war peak of 748,900 persons were employed 
in the state. Some of this additional employment went into new businesses and 
new companies. New business charters granted in Tennessee during 1950 showed 
a gain of approximately 100 over 1949. 

The most notable employment gains during the year were made in the con- 
struction, manufacturing and public service classifications. The upwsing in 
construction employment was due primarily to a heavy year of project begin- 
nings on both private and public levels. 

Manufacturing employment stood at 235,800 in January 1950, but by June 
it had increased to 242,100 and by September it had reached 257,700, the peak 
for the year. Manufacturing groups showing the greatest gains in jobs from 
January on were textiles, chemicals, lumber, furniture, primary metals, fabri- 
cated metal products, heating and plumbing supplies, furniture-fixtures and 
stone, clay and glass. Sizable increases were also noted in transportation, retail 
trade and public utilities. An increase in non-rail transportation was due to the 
expansion of bus systems and trucking. 

The gain in jobs in the chemical lines has been moderate and steady with new 
plants and plant expansions calling for more and more workers. During Novem- 
ber and December the Christmas spending brought an increase of 2,500 workers, 
who were principally salespeople. 

The new employment in 1950 totaled 41,800 workers, or a gain of 6 per cent in 
a comparatively short period, despite the fact that material shortages plagued 
industry, despite curbs and regulations, and despite the fact that defense orders 
were only a bare trickle up to the very end of the year. 

The outlook for 1951 is bright. Demand of the armed forces, coupled with de- 
mands for workers in the defense effort, will slash unemployment rolls to a 
minimum. Tennessee continues as a supply state, with an overall surplus of 
labor. - 

George Peabody College For Teachers James E. Warp 


VIRGINIA 


A rising trend in business conditions characterised Virginia’s economy during 
1950 and is expected to continue well into 1951. The fact that our country is 
moving rapidly into an armament economy which subordinates civilian peace- 
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time activity is having its impact. Military centers, of which Virginia has a dis- 
proportionate number, are beginning to boom again. Shipbuilding is also in the 
increase. The general effect upon the state’s industries is one of exhilarating 
optimism. The construction industry continues at a high level. According to the 
eight reporting cities, building permit figures for the first 11 months of 1950 
stood at $83 million as compared with $52 million for the same period of 1949. 
Announcements of new plant construction have been substantial, and each week 
brings further news of factory additions. Bituminous coal production is showing 
improvement, though the industry is not yet at full capacity. Stock-piling is 
continuing at a substantial rate. Retail sales, which had shown a downward trend 
in the latter months of 1950 due largely to heavy buying in the summer months, 
have increased rapidly in recent months. Automobiles; appliances, and furniture 
are showing a strong rising sales trend, and some backlog is being built up. Rela- 
tive to a year ago, sales of wholesalers are up in all lines. Growth of apparel 
manufacturing in the state continues strong. There has been a sharp increase in 
the manufacture of rayon yarns, and indications are that considerable plant 
facilities will have to be diverted from textile uses to the manufacture of military 
goods. 

The employment situation in the state is tightening due to the growing in- 
dustrial demand and the step-up in manpower requirements of the armed serv- 
ices. Personnel requirements at military installations and in shipyards are being 
increased. As the war program rolls into high gear, increasing the labor supply 
will become an acute problem, since transfers and migrations will not supply 
the demand. It is apparent that many more women will have to be employed. 

1950 was a good year for Virginia farmers. Crops were abundant and on the 
whole good prices for most products prevailed. Prices remained above labor costs 
and taxes with the result that net income was high. Outlook for 1951 is for moder- 
ately higher prices and somewhat larger incomes. Farm costs, especially power, 
machinery, and labor, are certain to rise, but prices should rise faster. The crop 
outlook, especially for the staples, is good due to an increasing domestic and 
foreign demand. 

Financial resources of the state are increasing. Recent bank statements show 
substantial increases in bank deposits and bank loans. Bank debits continued an 
upward trend throughout the year as payrolls continued to rise. For the eight 
reporting cities, bank debits for the first 11 months of 1950 stood at $11 billion 
as compared to $Y billion for the same period in 1949. The state is again receiving 
great benefits from heavy federal military expenditures. Annual reports of many 
of the banks indicate that 1950 was the best year of their history. State finances 
continued in a sound position. Revenues for the last six months of the year 
exceeded expenditures. All state revenues amounted to $119 million, a gain of $6 
million, compared with the same period last year. Special and general fund 
taxes totaled $48 million, an increase of $3 million. Those showing decreases 
were steam railroads, corporation income, and estate taxes. Those showing in- 
creases were individual income, public utility, and beer excises. There is good 
evidence that the state will end the fiscal year with a surplus. 
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The general outlook for the future “with the chilling fear of another world 
war hanging over us” is one filled with many grave problems. Our citizenry is 
faced with great sacrifices, growing threat of high inflation, and burdensome 
taxation. Under her inspired leadership, the state can contribute her share in the 
nation’s productive capacity and inventive ingenuity, so necessary to the suc- 
cessful prosecution of the war, and the preservation of the democratic way of 
life. 

University of Richmond Herman P. THomas 


PERSONNEL NOTES 


O. C. Ault, professor emeritus of George Peabody College, is visiting professor 
of economics and special consultant in the College of Business Administration, 
Butler University. 

Mabel Baldwin has been promoted to associate professor of business education 
at Mississippi State College for Women. 

William R. Bennett has been appointed assistant professor of marketing at the 
University of Alabama. 

J. W. Brandon is on leave from his position as instructor of accounting at the 
University of Alabama to do graduate work at Ohio State University. 

Richard C. Brewer, assistant professor of accounting at the University of 
Alabama, is teaching at the University of Hawaii on exchange with Lee Glover, 
who is now at the University of Alabama. 

D. H. Buchanan of the School of Business Administration, University of North 
Carolina, presented a paper before the American Economic Association at its 
annual meeting in Chicago. Professor Buchanan’s paper, entitled “Japan vs. 
Other Asiatic Countries,” was one of four presented during an evening section 
devoted to the general subject of Differential Economic Progress. 

James Buchanan has been promoted to professor of economics at the Univer- 
sity of Tennessee. 

Thomas H. Carroll, dean of the School of Business Administration, University 
of North Carolina, participated in a panel at the Chicago mid-winter meeting of 
the American Marketing Association entitled ‘““Mobilized Marketing.” Dean 
Carroll’s talk dealt specifically with the marketing curriculum at the under- 
graduate level. He also attended the meetings of the Executive Committee of 
the American Association of Collegiate Schools of Business while in Chicago. 
His visit to Chicago represented a stop-over on a return trip to Chapel Hill 
from California, where he had conferred with Mr. Paul G. Hoffman, president- 
elect of the Ford Foundation, and Mr. H. Rowan Gaither, Jr., chairman of the 
Ford Foundation Committee on Policy and Program, of which Dr. Carroll was 
a member. 

T. C. Cobb has resigned as assistant professor of economics at Louisiana 
State University in order to accept a position in Toledo, Ohio. 

Walter J. Deal of Orangeburg, New York, has returned to Alabama and now 
holds the position of principal statistician with the Alabama Department of 
Public Welfare. 

A. Richard Dooley has been appointed lecturer in business administration in 
the School of Business Administration at the University of North Carolina. 

Richard T. Eastwood, who has returned to the University of Alabama from 
graduate study at the University of Wisconsin, has been promoted to associate 
professor of marketing. 


Joseph Frye has been appointed instructor in transportation at the University 
of Tennessee. 
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Paul N. Guthrie of the School of Business Administration, University of North 
Carolina, has been named as referee for the National Railroad Adjustment Board. 

Langston T. Hawley has been promoted to professor of management at the 
University of Alabama. 

Clarence Heer of the University of North Carolina’s School of Business Ad- 
ministration delivered an address in Philadelphia on December 9, 1950, at the 
Tax Institute’s annual two-day conference. Professor Heer spoke on ‘The Role 
of Average Earnings in Excess Profits Taxation.” 

John 8S. Henderson of the Department of Economics, University of Alabama, 
has been appointed the Alabama correspondent for the Southern Economic 
Journal. He succeeds Langston T. Hawley. 

William R. Higgs, instructor in marketing at the University of Alabama, has 
resigned his position to continue graduate study. 

J. Fred Holly has been promoted from associate professor of industrial man- 
agement to professor of labor relations at the University of Tennessee. 

C. B. Hoover, chairman of the Department of Economics and Business Ad- 
ministration of Duke University, is on leave during the second semester working 
in Washington. Professor Frank T. de Vyver is acting chairman during Professor 
Hoover’s absence. 

Robert M. James has been appointed assistant professor in the School of 
Business Administration at the University of North Carolina. 

Stuart L. Knowlton has been appointed assistant professor of management at 
the University of Alabama. 

Dan McGill, Julian Price associate professor of life insurance at the School of 
Business Administration, University of North Carolina, spoke to the American 
Association of University Teachers of Insurance in Chicago on December 29, ° 
1950. Dr. McGill discussed a paper presented by R. Wilfred Kelsey of the In- 
stitute of Life Insurance on the topic ‘“‘Visual Aids in Life Insurance Teaching.” 

James W. Martin, director of the Bureau of Business Research, University of 
Kentucky, has been granted leave of absence for six months to act as consultant 
on financial administration to the Minister of Finance, Republic of Turkey. Pro- 
fessor Rodman Sullivan of the University of Kentucky will serve as acting director 
during Professor Martin’s absence. 

Mrs. Karl Morrison has been appointed instructor in office administration at 
the University of Mississippi. 

Virginia B. Murphree has resigned her position as instructor in nici at 
the University of Alabama. 

Duncan W. Murphy is on leave from his position as instructor of anmetiauan 
at the University of Alabama to do graduate work at the University of Wisconsin. 

Walter L. Ogilvie has been appointed instructor of marketing at the Univesity 
of Alabama. 

Ernest F. Patterson has been appointed assistant professor of economics at 
the University of Alabama. 

R. W. Pfouts of the University of North Carolina attended the annual meeting 
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of the Econometric Society in Chicago where he delivered a paper on ‘Welfare 
Programming of Public Investiment.” 

Lloyd F. Pierce has been appointed assistant professor of economics at East 
Tennessee State College. 

Clarice M. Robinson, formerly associate professor of business education, 
Western State Teachers College, Macomb, IIl., is now professor and chairman 
of the Secretarial Science Department at Mississippi State College for Women. 

Joseph Trosper has been promoted to assistant professor of finance at the 
University of Tennessee. 

William C. Tuthill is on leave from his position as instructor of accounting at 
the University of Alabama to do graduate work at the University of Michigan. 

Frank Williams has been promoted to associate professor of statistics at the 
University of Tennessee. 

The following names have been added to the membership of the Southern 
Economic Association: 

John E. Altazan, College of Commerce, Louisiana State University, Baton 
Rouge, La. 

Charles D. Anderson, The Macmillan Co., 60 Fifth Avenue, New York, N. Y. 

Allen T. Barr, Box 64, University, Miss. 

Victor W. Bennett, 3709 Monserrate Street, Coral Gables 34, Fla. 

John H. Brashear, Delta Chi House, University of Florida, Gainesville, Fla. 

William E. Breese, Building ‘““D,” University of Florida, Gainesville, Fla. 

Richard W. Bryan, Department of Economics, Louisiana Tech Station, Rus- 
ton, La. 

J.W. Bunting, University of Georgia, Atlanta 3, Ga. 

John L. Carnegie, 906 N. W. 12th Avenue, Gainesville, Fla. 

Robert Y. Durand, School of Business Administration, University of North 
Carolina, Chapel Hill, N. C. 

Floyd E. Gillis, Box #6 Huntingdon College, Montgomery, Ala. 

Palmer T. Hogenson, Webber College, Babson Park, Fla. 

George B. Hurff, Bureau of Economic and Business Research, Building “D,” 
University of Florida, Gainesville, Fla. 

Peyton Hurley, Memphis State College, Memphis, Tenn. 

Charles E. Ironside, 1914 Magnolia Avenue, Deland, Fla. 

Bertie McGee, Alabama College, Montevallo, Ala. 

F. Ray Marshall, College of Commerce, Louisiana State University, Baton 
Rouge 3, La. 

Wilbur T. Meek, Department of Economics, Louisiana Tech Station, Ruston, 
La. 

George F. Mitch, P. O. Box 2358, University Station, Gainesville, Fla. 

Arval A. Morris, 1136 E. Orman Avenue, Pueblo, Colo. 

William R. Myles, 625 Sanders Street, Auburn, Ala. 

Jack E. Prince, Millsaps College, Jackson, Miss. 

Robert Scharf, 368 Ashley Avenue, N. E., Atlanta 5, Ga. 

Ear! E. Shepherd, Box 581, Memphis State College, Memphis, Tenn. 
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Chester R. Smith, Box 1168, Clemson, 8. C, 


Edsel E. Thrash, College of Commerce, Louisiana State University, Baton 
Rouge 3, La. 


David Townsend, College of Commerce, Louisiana State University, Baton 
Rouge 3, La. 


James M. Waller, Department of Economics, Texas A & M College, College 
Station, Tex. 


S. E. Warren, 3200 Cleburne, Houston 4, Tex. 


Cleo C. Yarbrough, College of Commerce, Louisiana State University, Baton 
Rouge 3, La. 
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THE SOUTHERN ECONOMIC JOURNAL 
Financial Statement for the Fiscal Year Ending October 31, 1950 
Cash Balance, November 1, 1949 


Income: 
Consolidated University of North Carolina 
Special Grant for 1949-1950.................... $ 750.00 
Southern Economic Association : 
Annual Membership Fees...................... 1,356.00 
Institutional Membership Fees................ 8.00 
Student Membership Fees..................... 25.50 
Miscellaneous Sales of 366.90 
Advertising 
Expenses: 
Printing the Journal 
1,159.82 
Postage, Telephone and Telegraph........................0005 250.13 
Purchase Back Copies of Journal...................2200eee00 24.00 


Balance Represented by 


$3,215.51 


5,917.46 
9,132.97 


7,626.45 
$1, 506.52 


$1, 506.52 


G. T. ScHWENNING 
Managing Editor 
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SOUTHERN ECONOMIC ASSOCIATION 


Receipts and Expenditures for the Fiscal Year Ended October $1, 1950 
November 1, 1949, Cash on Hand 


Receipts: 
Dividend on Savings & Loan deposit......................00- 7.50 1,874.50 
$3,022.56 
Expenditures: 
Expenses of the Association 
Investment Account 
The Southern Economic 1,389.50 2,369.35 
$3,022.56 
INVESTMENT ACCOUNT 
Jan. 10, 1950—Deposited in First Federal Savings and Loan Association, 


FUND BALANCES 
Checking Account, First National Bank, Gainesville, Fla.................... $ 653.21 
Investment Account, First Federal Savings and Loan Association, Gainesville, 


Total Association Funds, October 31, 1950...........0.ceeeeeceecececceeee $1,160.71 


Joan B. McFerrin 


Treasurer 
* * * * * 


President James E. Ward has appointed the nominating committee for the 1952 
officers of the Southern Economic Association. The committee consists of Dr. 
Joseph J. Spengler of Duke University (Chairman), Dean James E. Gates of 
the University of Georgia, and Dr. E. Q. Hawk of Birmingham-Southern College. 
All members of the Association who wish to suggest names to this committee 
should do so by July 1. 

The 21st annual conference of the Southern Economic Association will be 
held at the Andrew Johnson Hotel in Knoxville, Tennessee on November 16 


and 17. Dean T. W. Glocker of the University of Tennessee is in charge of local 
arrangements. 


Joun B. McFerrin, Secretary-Treasurer 
Southern Economic Association 


BOOKS RECEIVED 


Taxes, the Public Debt, and Transfers of Income. By Donald C. Miller. Urbana: 
University of Illinois Press, 1950. Pp. xi, 153. Cloth, $3.00. Paper, $2.00. 

Economic Ideas: A Study of Historical Perspectives. By Ferdinand Zweig. New 
York: Prentice-Hall, 1950. Pp. 197. $3.00. 

The Management of Personnel and Labor Relations. By Gordon S. Watkins and 
others. 2nd ed. New York: McGaw-Hill Book Co., 1950. Pp. xviii, 974. $5.75. 

Municipal Zoning: Florida Law and Practice. By Ernest R. Bartley and William 
W. Boyer, Jr. Gainesville: Public Administration Clearing Service, University 
of Florida, 1950, Pp. 90. , 

Tables of Working Life: Length of Working Life for Men. By United States De- 
partment of Labor, Bureau of Labor Statistics. Washington: U. 8. Govern- 
ment Printing Office, 1950. Pp. 74. Paper, 40¢. 

Steel Trails to Santa Fe. By L. L. Waters. Lawrence: University of Kansas Press, 
1950. Pp. xiv, 500. $4.00. 

The Concept of Ethics in the History of Economics. By Joseph F. Flubacher. 
New York: Vantage Press, 1950. Pp. ix, 460. $5.00. 

Agricultural Progress in the Cotion Belt since 1920. By John Leonard Fulmer. 
Chapel Hill: University of North Carolina Press, 1950. Pp. xiv, 236. $3.50. 

A Planned Economy or Free Enterprise: The Lessons of History. By E. Lipson. 
2nd ed. New York: Macmillan Co., 1946. Pp. viii, 318. $3.00. 

A Statistical Study of Regulation V Loans. By Susan S. Burr and Elizabeth B. 
Sette. Washington: Board of Governors of the Federal Reserve System, 
1950. Pp. vii, 74. 

From Wealth to Welfare: The Evolution of Liberalism. By Harry K. Girvetz. 
Stanford, Calif.: Stanford University Press, 1950. Pp. xiii, 323. $5.00. 

Monetary Problems of an Export Economy: The Cuban Experience 1914-1947. 
By Henry Christopher Wallich. Cambridge: Harvard University Press, 1950. 
Pp. xiv, 357. $5.00. 

Economics of American Industry. By E. B. Alderfer and H. E. Michl. 2nd ed. 
New York: McGraw-Hill Book Co., 1950. Pp. xii, 716. $5.50. 

My Job Contest. By Chester E. Evans and La Verne N. Laseau. Washington: 
Personnel Psychology, 1950. Pp. xiv, 292. Paper, $2.50. Cloth, $3.50. 

The Aged and Society. Edited by Milton Derber. Champaign, IIl.: Industrial 
Relations Research Association, 1950. Pp. vii, 237. $3.00. 

Public Finance: Principles and Problems. By M. Slade Kendrick. Boston: Hough- 
-ton Mifflin Co., 1951. Pp. xii, 708. $5.25. 

Military Management for National Defense. By John Robert Beishline. New York: 
Prentice-Hall, 1950. Pp. xiii, 289. $5.00. 

Practical Bank Credit. By Herbert V. Prochnow and Roy A. Foulke. 2nd ed. 
New York: Prentice-Hall, 1950 Pp. x, 742. $7.50. 

Executive Action. By Edmund P. Learned and others. Boston: Division of Re- 
search, Graduate School of Business Administration, Harvard University, 
1951. Pp. xiii, 218. $3.25. 
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The Dollar Shortage. By Charles P. Kindleberger. New York: Technology Press of 
Massachusetts Institute of Technology and John Wiley & Sons, 1950. Pp. 
ix, 276. $4.00. 

Wealth of Colonies. By W. K. Hancock. New York: Cambridge University Press, 
1950. Pp. 81. $1.75. 

Monopoly and Free Enterprise. By George W. Stocking and Myron W. Watkins. 

New York: Twentieth Century Fund, 1951. Pp. xiv, 596. $4.00. 

Labour. By P. Sargant Florence. New York: Longmans, Green and Co., 1950. 
Pp. 230. $2.00. 

Planning in Practice: Essays in Aircraft Planning in War-Time. By Ely Devnos. 
New York: Cambridge University Press, 1950. Pp. viii, 231. $3.00. 

Readings in Labor Economics and Industrial Relations. Edited by Joseph Shister. 
Chicago: J. B. Lippincott Co., 1951. Pp. x, 661. $4.75. 

Economic Survey, 1919-1939. By W. Arthur Lewis. Philadelphia: Blakiston Co., 
-1950. Pp. 221. $3.00. 

A Discussion of Money. By W. A. L. Coulborn. New York: Longmans, Green, 
and Co., 1951. Pp. xiv, 356. $3.50. 

Price Control in a Defense Economy. New York: National Industrial Conference 
Board, 1950. Pp. 64. Paper, 50¢. 

Health Progress in the United States: A Survey of Recent Trends in Longevity. By 
Mortimer Spiegelman. New York: American Enterprise Association, 1950. 
Pp. 28. Paper, 50¢. 

The Stock Market. By George L. Leffler. New —, 
Pp. xii, 580. $6.00. 

The Population of India and Pakistan. By Kingsley Davis. Princeton: Princeton 
University Press, 1951. Pp. xvi, 263. $7.50. ; 

Comparative Analgsis of the Arkansas Tax System. By Edward W. Reed. Fayette- 
ville: University of Arkansas, College of Business Administration, Bureau of 
Business and Economic Research, 1950. Pp. 223. 

Contributions to the Theory of Games. Edited by H. W. Kuhn and A. W. Tucker. 
Princeton: Princeton University Press, 1950. Pp. xv, 201. Paper, $3.00. 

Introduction to the Total Theory of Labor: New Positive Foundation of Economics. 
By Alexander Kokkalis. Concord, N. H.: Alexander Kokkalis, 1950. Pp. 232. 
$6.00. 

Capitalism. By David McCord Wright. New York: McGraw-Hill Book Co., 
1951. Pp. xvii, 246. $3.25. 

Industrial Sociology: An Introduction to the Sociology of Work Relations. By Del- 
bert C. Miller and William H. Form. New York: Harper & Bros., 1951.-Pp. 
xi, 896. $6.00. 

Specialized Accounting Systems: Including Construction and Installation. By 
Henry Heaton Baily. 2nd ed. New York: John Wiley & Sons, 1951. Pp. xii, 
579. $6.00. 

The Management of Bank Funds. By Roland I. Robinson, New York: McGraw- 
Hill Book Co., 1951. Pp. vii, 425. $5.50. 

Fundamentals of Governmental Accounting. By Lloyd Morey and Robert Phillip 
Hackett. 2nd ed. New York: John Wiley & Sons, 1951. Pp. xiii, 518. $5.50. 


Ronald Press Co., 1951. 
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The Principles of Economic Planning. By W. Arthur Lewis. Washington: Public 
Affairs Press, 1951. Pp. 128. Cloth, $2.50. Paper, $2.00. 

Disposal of Surplus War Plants in Texas. By Fletcher H. Etheridge and Stanley 
A. Arbingast. Austin: Bureau of Business Research, College of Buisness Ad- 
ministration, University of Texas, 1950. Pp. 14. 

Fundamentals of Accounting: A Text Designed Primarily for a Survey Course. By 
Harry H. Wade. 3rd ed. New York: John Wiley & Sons, 1951. Pp. vii, 367. 
$4.75. 

Payroll Tax: The Louisville Experience. By James W. Martin. Knoxville: Mu- 
nicipal Technical Advisory Service, Division of University Extension, Uni- 
versity of Tennessee, 1950. Pp. 5. 

Taxation of Public Utility Gross Receipts in Kentucky. By the Bureau of Business 
Research, University of Kentucky. Frankfort: Kentucky Legislative Re- 
search Commission, 1931. Pp. 18. 

Imperialism and Social Classes. By Joseph A. Schumpeter. Translated by Heinz 
Norden. Edited with an Introduction by Paul M. Sweezy. New York: Augustus 
M. Kelley, 1951. Pp xxv, 221. $3.00. 

Invisible Trade of the United States in the Postwar Era. By Lawrence A. Mayer. 
New York: National Industrial Conference Board, 1951. Pp. 44, xi. 

Problems in American Democracy. By 8. Howard Patterson and others. 2nd rev. 
New York: Macmillan Co., 1951. Pp. viii, 639. $3.48. 

The Liquor Tax in the United States, 1791-1947: A History of the Internal Revenue 
Taxes Imposed on Distilled Spirits by the Federal Government. By Tun Yuan 
Hu. New York: Graduate School of Business, Columbia University, 1950. 
Pp. 188. $2.75. 

Economics of National Security. Planned and edited by George A. Lincoln and 
others. New York: Prentice-Hall, 1951. Pp. xvi, 601. $5.00. 

General Credit Control, Debt Management, and Economic Mobilization. Washing- 
ton: Government Printing Office, 1951. Pp. vi, 98. 


COLLEGE TEXTS 


MANAGERIAL ECONOMICS 
By Joel Dean, Columbia University 


Singular integration of economic analysis and the managerial viewpoint characterizes the new MAN- 
AGERIAL ECONOMICS. The author applies economic analysis to practical business decisions in those 
areas of business policy where economic insight and research are most needed. With central emphasis 
upon pricing policy and the demand and cost analysis that underly it, the text presents a perceptive 
and practical analysis of the planning and control of a firm’s capital investment. Pragmatic principles 
are emphasized throughout the text. 

CONTENTS include: Profits, Competition, Multiple Products, Demand Analysis, Cost, Advertising, 
Basic Price, Product-Line Pricing, Price Differentials and Capital Budgeting. 


February 1951 621 pages 6” x9” 


Just Published! 


INDUSTRIAL PRICING 
and MARKET PRACTICES 


By Alfred R. Oxenfeldt, Chairman, Department of Economics, Hofstra College 


A cogent and vivid analysis of the entire pricing system, INDUSTRIAL PRICING and MARKET 
PRACTICES effectively combines theory and practice to bring the student a realistic examination of 
major pricing methods and market practices in use today. 

Dr. Oxenfeldt explains the actual pricing system in a free enterprise economy. He describes policies 
and practices which are currently used in setting and adjusting prices, and in determining profit mar- 
gins. The text discusses the procedures used to estimate costs and demand, and such marketing practices 
as advertising, quality competition, vertical integration, and merger, in direct connection with the 
determination of prices. A detailed discussion of price determination at successive stages of the pro- 
ductive process is included. The author describes how prices for the same products are determined suc- 
cessively by manufacturers, wholesalers, and retailers in specific industries. 

Examples are drawn primarily from 1949 and 1950 practices, as reported in newspapers, trade journals, 
and business magazines; antitrust cases are also utilized. The result is a fresh and realistic study which 
stimulates the student’s interest by exploring the realm of business as it exists today. 

Chapter outlines, tables, charts, graphs, and chapter summaries accompany the text material to vivify 
and illustrate the basic contents of the book. 


Published February 1951 602 pages "6" xg" 


Send for your copies today! 


PRENTICE-HALL, INC. 70 FIFTH AVENUE 


NEW YORK 1}, N.Y. 


When you write to our advertisers, please mention The Southern Economic Journal 


NOSTRAND 


FOR COLLEGE TEXTS 
Just Published 


ELEMENTARY PRINCIPLES 
OF STATISTICS 


by A. C. ROSANDER 


THIS TEXT is an introduction to the science of statistics, developed in 
terms of the principles of probability as applied to estimation and in- 
ference and covering the minimum essentials required by most statistical 
practice at the present time. DESIGNED as a beginning course in 
statistics as well as a working handbook for applied statisticians. A 
working knowledge of elementary algebra is required as a prerequisite. 


Can be used as a one, two or three-semester course, 


ATTEMPTS a balanced treatment of the basic principles of statistics 
including special topics such as index numbers, time series analysis and 
correlation, but emphasizing the trend toward sound sampling design and 
upon better collection of data. 


USES both an inductive and deductive approach—the inductive ap- 
proach featured by more than 50 laboratory experiments, many of which 
the student can perform for himself. 


608 pp. approx 6x9. Cloth ________ 100 drawings 


Examination Copies Available 
For Those Who Teach or Direct This Course 


When you write to our advertisers, please mention The Southern Economic Journal 


E D. VAN NOSTRAND COMPANY, INC. 
PUBLISHERS SINCE 184800 
2 ‘FOURTH AVENUE YORK 3, NEW YORK 


Just Published... 


INCOME AND EMPLOYMENT ANALYSIS 


By SIDNEY WEINTRAUB, Professor of Eco- 
nomics, Wharton School of Finance and Commerce, 
University of Pennsylvania. 


This thought-provoking text provides the student with an understanding of the 
concept of national income, and analyzes in a lucid manner the theory of aggregate 
demand. First to introduce the recent developments in the theory of income growth, 
the book also covers effectively the topics of price theory, employment and unem- 
ployment levels, and the effect of wage disproportionalities. 

The author is primarily concerned with diagnosing the economic order rather than 
posing as the medicine man with the cure-all. Completely up to date, INCOME AND 
EMPLOYMENT ANALYSIS maintains a desirable balance between descriptive, 
statistical and analytical material. 2389 pages, $3.00 


“,. much better than the usual text...” 


ECONOMIC AND INDUSTRIAL GEOGRAPHY 


By A. M. NIELSEN, New York University 


Basic materials of economic geography are discussed in am unusually comprehensive 
and challenging manner. Organized and presented to sustain student interest, the 
book treats the causes of industrial activities as well as the processes and significant 
results. 728 pages, $6.75 

“T am impressed by the excellent charts, photographs 

and tables as well as the introductory chapters which 

clarify the subject matter of economic geography 

much better than the usual text.’"—Prof. Sam Rosen, 

University of Wyoming 


An Exceptional Offer! 


CAMBRIDGE ECONOMIC HANDBOOKS 


Here is an unusual opportunity to own the complete set of this distinguished series 
at a substantial saving. For only $17.50, the entire set of ten volumes can be a notable 
addition to your personal library. Of course, the books are also available individually 
at their usual prices. 


ECONOMICS OF TRANSPORT (M. R. Bonavia) $2.00 
ECONOMICS OF AGRICULTURE (R. L. Cohen) 2.00 
WAGES (M. Dobb) 2.00 
INTERNATIONAL ECONOMICS (R. F. Harrod) - 2.00 
SUPPLY AND DEMAND (H. Henderson) 2.00 
PUBLIC FINANCE (U. K. Hicks) 2.75 
MONEY (D. H. Robertson) 2.00 
CONTROL OF INDUSTRY (D. H. Robertson) 2.00 
MONOPOLY (E. A. G. Robinson) 2.25 


STRUCTURE OF COMPETITIVE INDUSTRY (E.A.G.Robinson) 2.00 


P I T M A N 2 West 45th Street NEW YORK 19 


When you write to our advertisers, please mention The Southern Economic Journal 


Another 
A.E.A. Achievement! 


READINGS IN 
MONETARY THEORY 


Edited by Friedrich A. Lutz, 
PRINCETON UNIVERSITY 
and Lloyd W. Mints, 
UNIVERSITY OF CHICAGO 


This is Volume V of the Blakiston series of 
republished articles sponsored by the 
American Economic Association. It contains 
the most important articles on monetary 
theory and policy published since 1900. A 
complete bibliography adds to its value for 
class or reference use. 


Table of Contents 
Part |. 


Integration of the Theory of Money and 
the Theory of Price. Three Articles b 
Edwin Cannan; J. R. Hicks; Edward rf 
Simmons 


Part Il. 


The Demand For and the Supply Of 
Money—The Value of Money. Seven Arti- 
cles by W. F. Crick; J. E. Meade; Roland 
N. McKean; Howard S. Ellis; R. G. 
Hawtrey; D. H. Robertson; A. C. Pigou 


Part III. 


Money, the Rate of Interest and Employ- 
ment. Five Articles by Franco Modigliani; 
A. C. Pigou; Don Patinkin; Clark War- 
burton; Gustav Cassel 


Part IV. 


Monetary Policy. Five Articles by Henr 
C. Simons; Milton Friedman; L. V. Chand- 
ler; Charles O. Hardy; Albert G. Hart 


Classified Bibliography of Articles on Mon- 
etary Theory. By Harlan Smith 


Index to Bibliography 
16 Illus.—9 Tables—500 Pages—$4.75 


The First of Its Kind 
in the English Language! 


ECONOMETRICS 


by Jan Tinbergen 
NETHERLANDS SCHOOL OF ECONOMICS 


Translated from the well-known Dutch 
work, this text—the first on econometrics in 
English—has been revised, enlarged and 
brought completely up-to-date. No previous 
knowledge of mathematics beyond elemen- 
tary algebra is required for complete under- 
standing. Ideal for use in an introductory 
econometrics course and as a secondary text 
in economic principles, theory and business 
cycle theory courses. 


Table of Contents 
Part I. 


Introduction: The Relationship of Eco- 
nometrics to Economics and Statistics 


Part II. 


The Working Methods of Econometrics: 
Mathematical Formulation; Statistical 
Testing 


Part Ill. 
Results of Econometric Research: 
Tne Psychic Reactions; The Technical 
Relations; Reactions of Business Life; 
The Functioning of Economic Systems 


Part IV. 
Economic Policy: The Use of Econometric 
Research for the Purpose of Economic 
Policy (An Example) 


Bibliography 


Appendix 
The Use of Correlation Analysis in Eco- 
nomic Research; Staiistical Evidence on 
the Acceleration Principle; Long-Term 
Foreign Trade Elasticities 


16 Illus.—175 Pages 
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announcing 


2nd 
Edition S@muelson’s 


ECONOMICS 


An Introductory Analysis 


By PAUL A. SAMUELSON 
Professor of Economics Massachusetts Institute of T echnology 
762 pages, $5.00 


One of the most thoroughly competent works ever written for the one- or 
two-semester beginning course, Samuelson’s Economics deals with the vital 
issues that students will face as citizens. Employing the overall national in- 
come approach, the book synthesizes the basic principles of price and dis- 
tribution and achieves the rare result of providing an understanding of 
institutions by means of theory. 


Ss In the new edition, Professor Samuelson has revised his famed text in its 

entirety, with all but a few chapters being extensively rewritten. The major 
emphasis of revisions has been toward further improvement of the book’s 
teachability. Difficult concepts have been discussed at greater length and un- 
necessary refinements have been eliminated. 


In addition to the texts comprehensive coverage of basic principles, the new 
edition discusses the problems of the current defense period. The section on 
the theory of distribution has been considerably expanded with more space 
being devoted to the economics of labor and collective bargaining. The eco- 
nomics of agriculture have been analyzed in terms of supply and demand. 


All factual statistics have been brought completely up to date, and new charts 
and tables have been added to simplify teaching. 


TEXT FILMS: to accompany Samuelson’s Economics 


1. Basic Economic Concepts 6. Banking and Monetary Control 
2. National Income—Part I 7. International Trade 

3. National Income—Part II 8. Business Cycles and Fiscal Policy 
4. Saving and Investment 9. Supply and Demand 

5. Money, Prices and Interest 10. Profit and Cost Equilibrium 


These silent filmstrips vividly define those aspects of the subject which are 
most troublesome to the student and strengthen his grasp on abstract theories 
and economic principles. 

Send for a copy on approval 


McGRAW-HILL BOOK COMPANY, Inc. 


330 West 42nd Street New York 18, N. Y. 


When you write to our advertisers, please mention The Southern Economic Journal 


VA Check List of Recent Texts 
BASIC ECONOMICS 


by Mitchell, Murad, Berkowitz, Bagley, Rutgers University 


Just the right coverage and balance in principles and applications for a one semes- 
ter course. 498 pages, $3.75 


ECONOMICS: Experience & Analysis 


by Mitchell, Murad, Berkowitz, Bagley 


A more comprehensive text with introductory sections on economic history and 
thought. 896 pages, $5.00 


WORKBOOK 


(to accompany ECONOMICS: Experience & Analysis) 
by William H. Thompson, Jowa State College 


Skillfully planned exercises which test the student’s understanding and develop 
his snalytical powers. 220 pages, $1.75 


TRANSPORTATION: 


Principles, Practices, Problems 
by Charles E. Landon, Duke University 


Up-to-date, well-balanced, profusely illustrated. For an introductory course. 
618 pages, $4.75 


WEALTH AND WELFARE 


by Norman Ware 


Brief, stimulating economic history—a springboard into any course. 
231 pages, $1.90 


WILLIAM SLOANE ASSOCIATES 
119 West 57th St., N. Y. 19 


When you write to our advertisers, please mention The Southern Economic Journal 
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Economics of Investment 


Jacob O. Kamm, Professor of Economics and Director, 
School of Commerce, Baldwin-Wallace College 


THIS DYNAMIC NEW TEXT gives a comprehensive treatment of 
material around which an individual can build a successful invest- 
ment program. The author achieves a splendid balance between 
theory and practice. His presentation is simple, concise, and clear. 


Elementary Economics 


Leland J. Gordon, Chairman, Department of Economics, Denison University 


Representing a departure from the traditional introductory text, 
this book describes and explains functionally the operation of our 
economy in relation to a typical family. All the fundamental 
principles usually found in an introductory text are included. 


e 
Second Edit 
Economics for Consumers 
Leland J. Gordon, Chairman, Department of Economics, Denison University 


The distinctive feature of this widely used book is that it works 
through established economic principles always from the consumer 
point of view. The main objective is to discover and point the way 
toward wiser consuming practices calculated to promote human welfare. 


Public Finance 


| William Withers, Associate Professor of Economics, Queens College 


This up-to-date and unbiased text presents the conflicting issues which 
have arisen from the increasing encroachment of public finance on 
private enterprise. Problems are viewed in their historical setting. 


American Book Company 


55 Fifth Avenue 300 Pike Street 351 East Ohio Street 
New York 3, N. Y. Cincinnati 2, Ohio Chicago 11, Illinois 
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3rd Edition 


A HISTORY OF AMERICAN ECONOMIC LIFE 


By EDWARD C. KIRKLAND, Bowdoin College 


Approximately two-thirds of this revision represents new or 
rewritten material. The text covering the period since World 
War I has been expanded and carries through the post World 
War II period. Greater attention is given to banking and finance 
in each era of American history with special emphasis in the 
later periods on the relationship between government and busi- 
ness. The extensive and critical bibliography and the illus- 
trative maps of the earlier edition have been brought up to 
date. Large Royal 8vo. 784 pp. 


35 West 32nd Street 
APPLETON-CENTURY-CROFTS, INC. Now 1, New 


Just Published—a coMPLeTE REVISION OF THE MOST IMPOR- 
TANT WORK IN EXISTENCE ON ONE OF THE WORLD'S MOST IMPORTANT 


SUBJECTS TODAY » » ww 


WORLD RESOURCES 
AND INDUSTRIES 


A FUNCTIONAL APPRAISAL OF THE AVAILABILITY 
OF AGRICULTURAL AND INDUSTRIAL MATERIALS 


Revised Edition 
By ERICH W. ZIMMERMANN, University of Texas 


In a world in which production has become the key to survival, resources and their utilization are 
the vital part*of the economic picture. This monumental volume provides the only useful approach 
to resources—a functional one. World resources are here considered as raw materials plus all the 
factors needed to utilize them: availability of labor, power, technologi:al know-how, and a distri- 
bution system adequate to get them to markets. Geographical, economic, historical, sociological, 
technological, and political aspects of the subject are covered. The only authoritative and up-to- 
date work in this important field. 
818 pages $7.50 


HARPER & BROTHERS, 49 East 33d Street, New York 16, New York 


When you write to our advertisers, please mention The Southern Economic Journal 


BASIC ECONOMICS 
A Macro- & Micro-Analysis 


By GEORGE HEBERTON EVANS, JR., The Johns Hopkins University 


A new and stimulating presentation of the principles of economics. Thoroughly tested in the classroom, 
this text is designed for the one-term course and for both the major and non-major in economics. It not. 
only acquaints the student with the problems with which economists deal, but gives him as well an 


understanding of the analytical methods employed in studying these problems. An answer to the need 
for a brief introductory text. 


440 pages, 70 tables, 60 charts; $4.00 tex* 


THE AMERICAN ECONOMY 
By SUMNER H. SLICHTER, Harvard University 


“A solid contribution based on scholarship and responsible thinking. If we are to live up to our pre- 
tensions as the most advanced democracy in the world, books like this ought to be well and widely read.” 
—GEORGE Souter, The New York Times 

240 pages; $1.95 


SPENDING, SAVING, AND 
EMPLOYMENT | 


By H. GORDON HAYES, Ohio State University 


“All in all, this is by far the most intelligible, informative, and generally satisfactory presentation of 
non-Euclidian economics that has appeared to date.” 


—C. E. Ayres, The Southwestern Social Science Quarterly 
269 pages; $2.25 text 


Just Published 


A PHILOSOPHY OF LABOR 
By FRANK TANNENBAUM, Columbia University 


A pioneer work of foremost importance. Here is a challenging discussion of the position of the labor 
union in modern society. The author finds trade-unionism to be the great conservative force of our times 
This book will provide the basis for stimulating discussion in labor courses. 


199 pages; $2.75 


Examination copies on request 


ALFRED A. KNOPF, Inc. 501 MADISON AVENUE NEW YORK 22 
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NEW TEXTBOOKS 


Timely, Challenging, Interesting, Teachable 


Pusiic FINANCE 


By Bennett and Lippincott 


In PUBLIC FINANCE by Bennett and Lippincott we present a fresh, teachable, 
and authoritative treatise on public finance that gives well-balanced attention to the 
economic aspects as well as to the strictly financial aspects. Out of the rich back- 
ground of experience of these two authors has come this book which has been care- 


fully developed over a period of years and tested, over arid over, in the classroom 
and in seminar groups. 


The authors have given well-balanced attention to the entire subject of public finance 
and taxation without too much emphasis on any particular phase. The historical 
and technical phases are emphasized along with the institutional phases. Technical 
discussions are simplified as much as possible. 


GOVERNMENT REGULATION 
Or BUSINESS 


By Anderson 


Above all else that may be said about this book, it is truly a textbook written for 
college students in a language that is simple and void of bewildering technical terms. 
It is written in a vibrant, direct style that carries keen interest at a high pitch. Its 
true test as a textbook is in its fascinating appeal and its readability. It is exception- 
ally well organized; it moves swiftly and clearly to the point. The student is pre- 
sented with a picture of government regulations and legal interpretations as growing 
and changing influences rather than static and fixed influences. Emphasis is placed 
on the problems of the administration of business under laws and regulations. It is 
up to date, timely, and lasting, including the latest supreme court decisions and 


emphasis on the changes in the philosophy of law and government of the last twenty 
years. 


SOUTH- WESTERN PUBLISHING co 
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Does the prosperity of the South depend on govern- 
ment support of cotton and tobacco prices? 


Is the North-South wage differential an asset or a 
liability to the industrialization of the South? 


What are the trends in Southern population and its 
composition? 


How do changes in per capita income in the South 
compare with those in the rest of the nation? 


ECONOMIC RESOURCES 
AND POLICIES OF 
THE SOUTH 


by Calvin B. Hoover and B. U. Ratchford 


gives illuminating answers, in the light of all the facts, to these and many 
other questions of vital importance to the South today. 


In this new book an enormous amount of factual data on natural resources, 
labor and wages, population, banking and public finance, farming, manu- 
facturing, international trade and all other factors contributing to the economy 
of the South has been digested and presented as a sound, informative basis 
for the authors’ analyses of the structure of southern economy, the changes 
that have taken place in it during the last two decades, and policies that can 
be pursued to enrich that economy. The book is based on the authors’ own 
extensive experience in national economic affairs and on research recently done 
for the National Planning Association’s Committee of the South. It provides 
not only an unparalleled source of illuminating facts for anyone interested in 
any aspect of southern economy, but also fresh and equally enlightening 
analyses of current and possible alternative policies on such vital questions as 
commodity controi, the use of natural resources, and the promotion of further 
industrialization in the South. 


$5.50 


At your bookstore or from 
THE MACMILLAN COMPANY . NEW YORK 11 
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TEXTBOOKS 


GOVERNMENT 
AND: COLLECTIVE BARGAINING 


by Fred Witney—Indiana University | 


For publication 


in}May | | 


Purpose | 


Intended primarily for liberal arts and business school students, this book 
highlights the major trends in the law of collective bargaining, the reasons for 
these trends, and their consequences and implications on collective bargaining. 
Under the assumption that the law of labor relations has little meaning in the 
absence of an understanding of the dynamics of contemporary society, GOVERN- 
MENT AND COLLECTIVE BARGAINING stresses the institutional forces 
which shape the legal environment of collective bargaining. 


Structure 


The structure of the book strikes a balance between the development and the 
current problems of the law of the labor relations. The federal and state approach 
to the law of collective bargaining are examined. The chapters dealing with Taft- 
Hartley are concerned with the impact of this statute on the overall collective 
bargaining process. A critical analysis is made of the experience of this law during 
the past three years. 


Usefulness 


Considerable attention is devoted to the nature of collective bargaining during 
wartime. Thus, the experiences of the National War Labor Board during World 
War II receive treatment. Chapters concerned with this problem show how the 
Board operated to stabilize wages and settle non-wage disputes during the Second 
World War. Since many people argue that full employment has become a matter 
of public policy, GOVERNMENT AND COLLECTIVE BARGAINING in- 
cludes a chapter on collective bargaining in a full employment economy, empha- 
sizing the role of the government in such a relationship. 


Examination copies available upen publication 


J. B. LIPPINCOTT COMPANY 


333 W. Lake Street East Washington Square 
Chicago 6, Illinois Philadelphia 5, Pennsylvania 
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NEW IDEAS ... in New Books 


SOCIAL CHOICE and INDIVIDUAL VALUES 


By Kennetu J. Arrow, Stanford University. Uses the methods of the symbolic 
logic of relations in a rigorous attempt to establish a logical foundation for 
social welfare judgments. The author also points out the weaknesses of pres- 
ent theories. Cowies Commission Monocrapu No. 12. 951. 99 pages. $2.50. 


The CORPORATION INCOME TAX 


By Ricuarp Goons, University of Chicago. The first book to study system- 
atically (with the aid of recently-developed statistical tools) the economic 
effects of this tax on consumption, investment, total income, and employ- 
ment. 1951. 242 pages. $3.00. 


ACTIVITY ANALYSIS 

of PRODUCTION and ALLOCATION 

Proceedings of a Conference. Edited by Tyjattinc C. Koopmans, the Cowles 
Commission and University of Chicago. 23 Contributing Authors. Applies mod- 
ern mathematical methods to the problem of programming the many inter- 
dependent activities of a large organization. Efficient allocation of scarce 


resources is studied with the aid of conceptual models. Cowxes Commission 
Monocrapu No. 13. Ready in June. Approx. 395 pages. 


AGRICULTURAL MARKET PRICES 


By Warren C. Warte, University of Minnesota, and Harry C. Tretocan, U. 
S. Department of Agriculture. Points out the economic principles which affect 
farm prices and marketing, and relates these principles to the practical prob- 


lems associated with everyday price changes in the field. rys1z. 440 pages. 
Prob. $5.25. 


i PRESSURES on WAGE DECISIONS 


A Case Study in the Shoe Industry. By Gzorcz P. 
TECHNOLOGY = Suuurz, The Massachusetts Institute of Technology. 1951. 


PRESS 142 pages. $3.00. 


PUBLICATIONS the DOLLAR SHORTAGE 


M.LT. By Cuarzes P. KinpieBerGer, The Massachusetts In- 
ae stitute of Technology. 1950. 276 pages. $4.00. 


Send for copies on approval 
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New 1951 Publications 


A GRAPHIC APPROACH TO ECONOMICS 


Selected Principles and Problems 
K. William Kapp, Brooklyn College, and Lore L. Kapp 


Through a varied range of carefully selected and prepared graphic material—diagrams, charts, maps— 
this book is designed to make economic relationships and theoretical concepts clear and realistic to 
the student. It supplements the standard course in economic principles and problems. 

Ready in May Approximately 175 pages Paper-bound About $1.90 


CONTEMPORARY ECONOMIC SYSTEMS 


Earl R. Sikes, Dartmouth College REVISED EDITION 


Special features of this thorough revision are the new chapters on the British Labor Party, the en- 
largement of the section on communism to include the satellite countries, and new chapters on eco- 
nomic planning under capitalism. The entire book has been brought completely up to date. 

Ready in February 756 pages $4.75 


THE ECONOMICS OF DEFENSE AND WAR 


| 


Selected Materials on Economic Mobilization and Stabilization 
Edited by Lester V. Chandler and Donald H. Wallace, Princeton University 


This volume brings together important contributions by leading writers on the economic aspects 
of current war and defense programs. The editors have integrated the materials into a unified nar- 
rative and added sections illuminating issues and clarifying opposing views. 

Ready in September Approximately 500 pages Probable price $4.25 


Other Important Texts 


FINANCING GOVERNMENT, ruirbD EDITION 


Harold M. Groves, University of Wisconsin 


Teachers have commended this newly-revised edition of a leading text for its great emphasis on 
fiscal policy and economic theory and its thorough treatment of all the policy aspects of public 
finance. 1950 645 pages $4.50 


| 
THE GROWTH OF ENGLISH SOCIETY: 


A Short Economic History E. Lipson, Oxford University 


This distinguished book is a brief edition of Mr. Lipson’s standard three-volume work on THE 
ECONOMIC HISTORY OF ENGLAND. 1950 467 pages college edition $3.75 


HENRY HOLT AND COMPANY YORK 10 
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Economic Dynamics: 
An Introduction 
By William J. Baumol 


This book seeks to make available to the general student some of the 
most important recent developments in economic theory and at the 
same time to provide him with techniques he may later employ in his 
own research. Coming in May 


Principles of Business and the Federal Law 
By Franklin H. Cook 


A combination case and textbook, this work employs a legal-economic 
approach to the principles of federal, constitutional, and statutory 
law that is useful to the economist, the student, and the business- 
man. Coming in May 


Business Cycles 
By D. Hamberg 


Theories of business cycles are analyzed in this book, and each theory 
is studied with the tools of Keynesian economics. The lucid and 
readable text protects the student from the usual terminological 
difficulties. Coming in May 


America’s Economic Growth 
3rd Edition 


By Fred Albert Shannon 


This well-known work has been brought up-to-date to cover the 
vast economic developments of the period of World War II. The 
conflict between advocates of controlled economy and free enter- 
prise is graphically presented. Coming in April 


Problems of Labor 
By Glenn W. Miller 


The efforts of labor, management, and government to cope with the 
problems of American workmen are included here in a book that 
presents a descriptive and non-technical discussion of labor rela- 
tions. Coming in June 


Labor and Industrial Relations 
By Richard A. Lester 


Lester’s emphasis is on analysis from a broad social-science viewpoint. 
The book is a skillful blend of the fundamental analysis together with 
the psychological, sociological, and political factors that influence 
industrial relations. Coming in May 


The Macmillan Co., 60 Fifth Ave., N. Y., N. Y— 
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American Economic Review 


VOLUME XLI Contents MARCH, 1951 
The Role of Principles in Economics and Politics..................02..0eeeeee: F. H. Knight 
A Program for Economic Mobilization......................00: E. S. Shaw and Lorie Tarshis 
Proceedings on Economic Mobilization 
Price Control for Non-Cost-of-Living Items. L. V. Chandler 
Is Price Control Really Necessary?.................seecceeees G. H. Hildebrand and W. Gorter 
On the Measurement of Income Inequality... R. R. Schuiz 
Secondary Reserve Requirements for Banks....................2.ceeeeeeeeee E. C. Simmons 
The Distorting Effects of Direct Taxation..................... Eli Schwariz and D. A. Moore 
The Overinvestment Theory of the G. A. Bishop 
Reviews of Books, Titles of New Books, Periodicals, Notes 
i The AMERICAN ECONOMIC REVIEW, a quarterly, is the offical publication of the 
American Economic Association and is sent to all members. The annual dues are $6.00. Ad- 
dress editorial communications to Dr. Paul T. Homan, Editor, American Economic Review, 


University of California, 405 Hilgard Avenue, Los Angeles 24, California; for information 
concerning other publications and activities of the Association, communicate with the Sec- 
retary-Treasurer, Dr. James Washington Bell, American Economic Association, Northwestern 
University, Evanston, Illinois. Send for information booklet. 


THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by EARL J. HAMILTON 
in Cooperation with the Other Members of the 
Department of Economics of the University of Chicago 
The April, 195, issue will contain: 


Wealth, Saving, and the Rate of Interest................... Lloyd A. Metzler 
U. S. Merchant Marine Policy and Surplus Ships............ J. G. B. Hutchins 
Advertising, Product variation, and the Limits of Economics... Alfred Sherrard 
Wage Determination and Involuntary Unemployment............. Albert Rees 
The Wealth-Saving Relationship. Gardner Ackley 
Housebuilding in the San Francisco Bay Area............. Sherman J. Maisel 
Book Reviews and Books Received 


FOUNDED IN 1892. Published bi-monthly: February, April, June, 
August, October, December. Subscription rate $6.00 per volume. Sin- 
gle copy $1.50. Special rates: $5.00 per volume for faculty members 
teaching business or economics. $3.00 per volume for graduate stu- 
dents in business or economics. Canadian postage 20 cents. Foreign 
postage §0 cents 


The University of Chicago Press * 5750 Ellis Ave., Chicago 37, Ill. 
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Just published! A valuable contribution to economics literature... 


The CONCEPT of ETHICS in the 
HISTORY of ECONOMICS 


By Joseph F. Flubacher 
Prof. of Economics, LaSalle College, Philadelphia, Pa. 


This is one of the most interesting and 
valuable contributions to economic lit- 
erature in the past few year. It is the 
first book, so far as the author knows, 
that discusses the ethico-economic prob- 
lem from the historic viewpoint. Impor- 
tant reading for every economist and stu- 
dent who wishes to have a clear picture 


of the role that ethics has played in the 
various schools of economic thought. 
Mail coupon for 10-day free examina- 
tion. 20 per cent discount to educators. 
Vantage Press, Inc., 230 W. 41 St., New 
York 18. 

“A valuable reference for teachers and stu- 
dents.” (Brooklyn, N. Y. Tablet) 


460 pages VANTAGE PRESS, INC. SEJ i 
| 230 W. 41 St., New York 18 ] 
i Please send me, for free examination, a copy of The Co t 0, 
Mail Ethics in the History of Economics by Pro’ F. | 
l the end of 10 days I will either remit payment of $5 a copy (less 
coupon 20 per cent educational discount) or return the book. ] 
EXAMINATION Zone........ | 


Wanted... 
BACK COPIES OF THE 
SOUTHERN ECONOMIC JOURNAL 


There ere frequent calls for complete sets of this JOURNAL, generally 
from libraries. Several of the back issues are out of stock. Anyone able to 
contribute, to sell, or to induce others to sell, any or all of the following 
issues will be rendering a real service. We will pay $1.00 per copy for any 
of the following issues in reasonable condition. 


October 1933, April, July and October 1936, January and July 1937, 
July 1939, October 1940, January 1945, January 1947. 


The Southern Economic Journal 
Box 1289, Chapel Hill, N. C. 
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SOUTHERN ECONOMIC ASSOCIATION 


Orricers OF THE AssOCIATION 


President 
James E. Ward, George Peabody College for Teachers 


Vice Presidents 


G. W. Stocking, Vanderbilt University 
B. U. Ratchford, Duke University 


Secretary-Treasurer 
J. B. McFerrin, University of Florida 


Editors of Publications 


L. K. Brandt, University of Mississippi 
G. W. Stocking, Vanderbilt University 
E. W. Swanson, Emory University 


EXECUTIVE COMMITTEE 
OFFICERS OF THE ASSOCIATION 
and 


David McCord Wright, University of Virginia 
George H. Aull, Clemson College 
G. T. Schwenning, University of North Carolina 


Membership dues in the Association are: annual $4.00, 


sustaining $5.00, contributing $10.00, life $60.00, institutional 
$10.00, student $2.00. Membership fees include payment for a 
year’s subscription to The Southern Economic Journal. 


Applications for membership should be addressed to 


J. B. McFerrin, University of Florida, Gainesville, Florida. 


\ 
- 
toe 


RICHARD D. IRWIN, INC. 


invites your attention 


... to its four pages of color advertising appearing in this is- 
sue of Tue SourHERN Economic Journat. Among the Irwin 
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